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Here are New Ways 
to Speed Building ! 


| YOU are planning construction 
or alterations for the near 
future, these new multiple-function Cel- 
otex Products can save you time, labor, 
and critical materials! 


CEMESTO combines exterior and inte- 
rior finish, plus insulation, in a complete 
fire-resistant wall unit . . . CELO-SIDING 
combines sheathing, insulation, and a min- 
eralized exterior surface. 


CELO-ROCK WALL UNITS, composed of 
laminated layers of gypsum wall board, 
are made in two styles—one weather-sur- 
faced for exterior use, the other clear 
white for interiors. Both are strong, rigid, 
fire-resistant. 

Get full details from your Celotex 
dealer, or write direct to The Celotex Cor- 
poration, Chicago. 


ROOFING — INSULATING BOARD 
ROCK WOOL—GYPSUM WALLBOARD 
LATH—PLASTER-— ACOUSTICAL PRODUCTS 














Attention 
Treasurers! 


Leading corporations run their 
current dividend notices with us! 
They know that ALL of our read- 
ers are stockholders of record, 
seeking investment for their sur- 
plus funds. 

What better audiences could 
you possibly find to place your 
dividend notices before. 

This is an inexpensive way to 
build permanent stockholders—to 
build confidence among security 
holders in your company and its 
current management. 

Why not schedule your next 
dividend announcement with us? 
The cost is but $1.00 per line! 

Circulation analysis on request. 


Address—Advertising Department 
90 Broad Street New York, N. Y. 
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This testing operation in a Westinghouse Electric Elevator ordnance 
plant is probably less than a one-trillionth part of American indus- 
try’s fantastic preoccupation with war. It will end—perhaps sooner 
than you think. What then? What of industry's status in the post-war 
“transition phase?" What of markets? What of your investments? 


For some of the answers, read the article beginning on page 280. 
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public—may take some comfort in the fact that tax 
prospects for some time ahead are subject to much 
less uncertainty than has been usual at this season 


{in prior years. It is agreed, by the Treasury and 


Congressional leaders, that the legislation to be con- 
sidered in late summer or autumn will not be ap- 
plicable to 1943 personal or corporate incomes. In 
most previous years since 1933 “retroactive” tax 
increases had been adopted in the closing months of 
the year. 

We know that the Administration’s demand for 
additional tax revenue has been reduced to $12 bil- 
lion, and that the Congressional tax committee heads 
have no notion—as they frankly state—of adding 
more than $5 billion, at the outside, to the tax 
structure. Since the election will be less than a 
year ahead when the new program reaches its final 
legislative phases — and since the war in Europe 
may by then have ended—it seems a bit speculative 
at this time to figure on even a $5 billion tax boost. 

So far as corporations are concerned, we know it 
is a virtual certainty that the 80 per cent (effective) 
tax ceiling will not be raised—leaving as the only 
uncertainty the question whether the present 40 per 
cent combined normal and surtax rate may be in- 
creased to 45 or 50 per cent. 

Just ahead of us is the start of “pay-go” tax 
collections at a blanket rate of 20 per cent of wages 
and salaries, after varying individual exemptions. 
For the majority of wage and salary earners this 


The Trend of Events 


TAX PROSPECTS .. . Investors — and the general 


works out to a net tax of about 12 per cent; and is 
no more on an annual basis than they would have 
been obligated to pay anyway under the previous 
system. Nevertheless the repercussions upon retail 
trade and the temper of organized labor will bear 
watching. 

The year 1943 will pass into history with the 
“inflation gap” widened, not narrowed; and the odds 
are against application to 1944 incomes of any 
radical new tax devices such as Senator Clark’s pro- 
posed excess personal income tax or the Treasury’s 
proposed graduated spendings tax. This being so, 
we probably will have won the war while the many 
critics of “loose fiscal policy” are still clamoring in 
vain for “heroic taxes” and forced savings. If $12 
billion in new taxes for 1944 is the only thing stand- 
ing between us and a run-away war-time price in- 
flation, it appears that the battle has already been 
as good as lost. But on this we have our fingers 
crossed. We have a notion that the defeat of Ger- 
many will have more to do with inflation realities in 
1944—if not sooner—than all the plans—or plan- 
lessness—at Washington. 


A MASTER HAND ... The need to formulate a price 
policy that will work has marked the recent shifts 
and innovations in Washington, culminating in the 
Byrnes super-Agency. Until now one succession of 
phantoms has followed another, each with a higher 
sounding title and a more inclusive nominal role, 
but each more ineffective than the last. Since 1919 





Busryess, Frnanciat and INvEsTMENT CouNSELORS 





: 1907—“Over Thirty-Five Years of Service” —1943 





JUNE 26, 1943 





275 








Mr. Bernard Baruch has urged the preparation of 
our economy for war, whether the policy were to 
embrace stockpiles, or to implement substitutes, or 
to condition finance, and he has asked that this 
defense mechanism be integrated into our govern- 
mental structure along with the more normal civilian 
departments and policies. 

In other words Mr. Baruch has seen, propheti- 
cally, and urged scientifically the common sense 
dictum that it is futile to have a permanent war and 
navy department, and a permanent and extensible 
armed force, without a corresponding organization 
of industry and finance to cope with the very situa- 
tions contemplated by our military budgets. For 
twenty years he was a voice in the wilderness. His 
fine, practiced mind was inclusive: Labor’s content 
and capital’s incentive he equally contemplated, but 
the central fact that we lived in an age of danger 
was never lost sight of. As it is, we have an im- 
provised economy to cope with a historical issue that 
children could have foreseen. 

Late, but not too late, he has been called in to deal 
with a situation that is so much more difficult to con- 
trol because he was unheeded. It is to be hoped that 
instead of vague populist ukases, unenforceable 
regulations, mountains of paper questionnaires, re- 
ports and records, that a plan will be worked out 
to restrain inflation and stimulate production, with- 
out permitting withholding because a minimum price 
is assured and hence the hoarder and forestaller has 
all the odds. No one is better fitted than Mr. Baruch 
to battle with the problem; let us hope that the dis- 
organization has not got so far as to render his best 
efforts merely partial. 


DELIVERING THE GOODS ... The synthetic rubber 
program got off to a delayed and muddled start, 
and thus far the actual output has been only about 
25,000 tons. But present monthly production is not 
the decisive question. The significant thing is the 
rate of completion of the new plant facilities. We 
have the public word of Administrator William H. 
Jeffers—a hard-headed, hard-driving executive who 
is in the habit of knowing what he is talking about— 
that the program is clicking and on the verge of a 
huge and progressive increase in output. 

Mr. Jeffers states confidently that the United 
States will turn out 250,000 tons of synthetic rub- 
ber this year, which means that production in the 
second half of the year must reach an annual rate 
of nearly 500,000 tons. He says further that pro- 
duction next year will reach an annual rate of 850,- 
000 tons. We have no doubt that it will. The job 
done on synthetic rubber by the petroleum, chemical, 
rubber processing and alcohol distilling industries— 
as well as by Mr. Jeffers himself—has been magnifi- 
cent. Of course, we shall have to continue to use 
available supplies of both synthetic and natural 
rubber with care for some time to come—but there 
will be no crisis. We are now assured that the rub- 
ber war will be won. 





The Japs could not have imagined this when they 
brought war to us—but neither could we. Attaining 
in two years a production of synthetic rubber ex. 
ceeding peak imports of natural rubber in any previ:- 
ous peace year is a Jules Verne fantasy that only 
could become solid fact in this land of industrial 
miracle-workers, and then only with the chips of 
war down. However, the whole war production effort 
has been so Gargantuan an achievement that it baffle 
the attempts of our most gifted writers to deal with 
it in full perspective. 


LEWIS MANEUVERS FOR POWER... John L. Lewis 
has not as yet obtained admission into the A.F. of L, 
At first his offer to enter the organization he once 
nearly wrecked was met with irresponsible glee by 
men like Green, who showed no resentment against 
a man who opposed the war effort, but thought only 
that they had scored against him in labor power 
politics. Despite the support of Woll and Hutcheson 
of the Carpenters Union, the sullen resistance of the 
membership has, as yet, prevented this major catas- 
trophe to labor peace. Lewis split the A.F. of L. to 
form the C.I.0O. Then he essayed to wreck the C.I.0, 
by withdrawing the miners. Then he formed District 
50 as a swinging weapon against C.I.O. and A.F. of 
L. both, and, at last, humiliated by the tactics of 
President Roosevelt, he whimpered about the need 
for labor unity and asked for admission into the 
A.F. of L. 

District 50 has tried, in more than three cases out 
of four, not to unionize non-union workers, but to 
enter industries where unionization prevails. If 
Lewis obtained control of the A. F. of L. he 
would at once engage in nationwide battles with the 
C.1.0., introducing dual unionism everywhere. He 
never joins but to disrupt. 

Like Hitler he is a man consumed by ambition 
and like Hitler he has some sinister backing in the 
anti-patriotic groups, even among those whose in- 
terests appear to be opposed to his. The No-Strike 
pledge, by and large, has been faithfully adhered to 
by the responsible leaders of labor. Most strikes 
have been sporadic and largely the work of provoca- 
teurs, some, apparently in Axis pay. It is time, 
by legislation and the resistance of the patriotic 
workers against Lewis’ anti-war tricks, to break the 
back of this arrogant seditionist. He retreats every 
time he faces a true showdown: his threat is with 
us always because it is not firmly put down. Labor 
itself would come to endorse any legislative act that 
would put a premium on honest unionism and a pen- 
alty on so-called labor policy, whose utimate objec- 
tives are indeed remote from labor’s interest. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 278. The 
counsel embodied in the feature should be considered 
in connection with all investment suggestions, else- 
where in this issue. Monday, June 21, 1943. 
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As g See Gi / BY CHARLES BENEDICT 


GOLD THE ULTIMATE REFUGE 


© nx war has dynamited every attempt to outmode 
gold and establish a new foundation for currency 
and credit the world over. So great has the de- 
struction been that nothing else is left to be used. 
Centuries of work and savings have been destroyed, 
so that today productive wealth, the true foundation 
for values, has been undermined to such a degree 
that the possibility of establishing bases for cur- 
rencies on a pre-war foundation no longer exists. 

At present the currencies of various countries 
have little or no real value, so that the price rise in 
over fifty countries has been everywhere tremendous. 
I am, therefore, not taking this so-called “inflation” 
into consideration for the purpose of this discussion, 
because the war has produced shortages and de- 
stroyed productive facilities to such an extent that 
scarcity, rather more than monetary inflation, is 
responsible for the price rises. I am basing my con- 
clusion entirely on the fact that the destruction of 
wealth has reached such proportions that the paper 
currency of the various countries has practically no 
value except an artificial one created by fiat of the 
governments of the various coun- 
tries. 

Thus, the world is bound to turn 
to another basis which will have 
universal acceptance and will satis- 
fy all the peoples. And today, re- 
gardless of attempts to relegate gold 
and silver to the background, there 
is increasing evidence that these two 
precious metals are the only accep- 
table substitutes. It is, accordingly, 
inevitable that gold and silver will 
become the basis for the monetary 
and credit systems of the various 
states to be formed after the war. 

Already the price of gold has 
risen to parities beyond that con- 
templated when our government 
raised the price of the metal from 
$20.67, its price for almost a cen- 
tury, to $35 a fine troy ounce. Gold 
has gradually risen for a year, so 
that the metal has been steadily 
leaving our shores and seeking a 
more equitable value in the few 
existing free markets. Recently the 
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price of gold rose to $74.80 in Bombay, in dollar 
parities. This is most significant, for the Bombay 
traders are among the most experienced and astute 
in the world. They evidently believe that the present 
world supply of gold is not adequate to serve the 
currency needs of mankind at the quotations fixed 
by our currency act of 1934. They, therefore, think 
that the price of gold must be raised, in terms of 
local paper currencies, in order that it shall be 
acquired generally and used as a base for new mone- 
tary parities — parities that will conform to the 
situation created by war’s devastation. 

Nor can we consider $74.80 a top price. This 
figure does not reckon with the destruction of 
Hitlerian Europe. Unless the Nazis collapse in the 
next six months, it is difficult to figure the real extent 
of the destruction that will follow. If this physical 
wreckage occurs, it will take many years — even 





decades — before the means of production are re- 
stored, unless these peoples are financed from the 
outside. From this it can be seen that the price of 
gold is bound to rise well (Please turn to page 323) 





Canadian National Railways 


As from time immemorial, men still dig for gold; and all over this world it remains 
the one fixed monetary standard. Paper currencies depreciate, gold never does. 
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Projecting Security Trends 


Technically, the market appears to be in an indecisive, but potentially 


important, phase of readjustment. Since there are great near-term un- 
certainties in the field of military action and home front economic stabil- 


ization, we feel that a strongly cautious investment policy is warranted. 


Ss Mere. 


Summary of the Fortnight: Such strength as the 
market has shown recently is confined in striking 
degree to so-called “peace” stocks. All “averages” 
have declined—the Dow industrials quite mod- 
erately; the more speculative sections rather shar ply. 
Our index of 100 low-price stocks was off nearly 6 
points in the fortnight, but this merely took it back 
approximately to the level of early May. 


I T is assumed, and we accept the assumption, that 
the bull market which began 14 months ago is still 
“in being.” The question now asked on all sides is 
whether the quiet retreat of the past fortnight is 
another minor correction—identical in technical 
character to all previous set-backs since the upward 
movement began and limited to, say, 4 to 6 points 
in the industrial average—or whether the market is 
in for a long-deferred “intermediate” reaction, last- 
ing over a period of some weeks and carrying the 
Dow industrial average down by a minimum of 10 
per cent from the June high or to the area 128-130. 

As this is written, no one can answer the question 
except on a guess basis, since the immediate technical 
indications are indecisive. The total reaction expe- 
rienced to date is definitely in the “minor” class, 
amounting at last week’s indra-day low to less than 
5 points in the Dow industrial average. Subsequent 
rallying efforts have been very tepid in scope and 
volume. On the other hand, the performance is quite 
irregular. Softness has centered predominantly in 
so-called “war” stocks—which long had been in in- 
vestment disfavor anyway—and in over-done low- 
price speculations, including rails. Against this a 
large number of issues—mainly tagged as “peace” 
stocks in the popular mind—have held persistently 
near their recovery highs, and some in this momen- 
tarily dull market are registering new highs. 

Barring news that could do it, we doubt that a 
sharp, heavy-volume break through last week’s lows 
is an imminent likelihood. Otherwise, only time can 
throw convincing light on the character of this cor- 
rective phase. Low-volume penetration of last week’s 
low—approximately 138 in the industrial average— 
would not clinch the case for a full intermediate cor- 
rection. With or without a modest extension of the 
down move from the June average highs, we would 
not be particularly surprised to see a fairly good 
rebound develop soon. 
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It is our feeling that the next substantial upturn 
will bear watching, not as a buying opportunity ex- 
cept for quick-on-the-trigger traders to whom. this 
analysis is not and cannot be directed, but as a fur- 
ther test of the market’s real position. If such an 
attempt should fail to carry above the early June 
average high and then be followed by decline below 
the “minor reaction” low now established or in proc- 
ess of imminent establishment, there would be no 
doubt as to intermediate downtrend. 

Without attempting to anticipate the technical 
evidence, we nevertheless cannot escape a feeling that 
this is a time for caution and careful discrimination 
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in investment policy. Despite a strongly bullish 
precedent on a seasonal basis, we suspect that at 
best it is going to be considerably more difficult to 
garner market profits this summer than it was dur- 
ing the first half of the year, when an unusually 
large majority of stocks proved money-makers pro- 
vided they were either “low price” or “peace” issues. 
It seems dubious to us that the low-price section 
of the market as a whole is likely to turn around and 
resume spectacular bull market leadership in the 
near future. It seems dubious to us that the now 
‘aggard “war stocks”—in which the popular con- 
sensus includes aircrafts, coppers, machine tools, the 
leading steels, shipbuilding, the rails and to some ex- 
tent the rail equipments—can provide within a pres- 
ently foreseeable time a bull market leadership that 
they have heretofore been unable to produce. 
If this view is correct, it seems to leave potential 
bull leadership this summer mainly to “peace stocks” 
of medium or higher price. Yet such stocks have 
been discounting peace for a great many months 
and many are at prices which seem to us to allow for 
potential post-war earnings a very goodly distance 
ahead and which may well tend at present to mini- 
mize both the time and the difficulties to be encoun- 
tered in the early post-war transitional period, as 
discussed in considerable detail in the special article 
beginning on page 280. 
Both technically and psychologically, the “peace 
stocks”—at some time this summer or autumn— 
probably will be more vulnerable to defeat of Ger- 
many (if military events appear to foreshadow it) 
than other and more depressed sections of the market. 
As to the war, we are presently in a blind spot of 
great and important uncertainty. The time is very 
near for the Germans to launch their third all-out 
offensive against Russia—if it is coming. On the 
other hand, if they forego any major offensive, that 
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whole, persistently be- 
hind the market long before anyone dreamed of 
early defeat of Germany, we are not so sure that 
the addition, in psychological consensus, of, say, 
one year to the duration of the conflict in Europe, 
would radically or basically change their present 
market status. 

On the home front—with reference to wage and 
price control and food supply—the consensus of 
Washington press observers is that we are now in 
the “most critical” period of any time since this 
country entered the war. The lack of unity—and 
the appearance of muddle and confusion on these 
matters of internal economic and financial manage- 
ment of the war effort—have given rise to a feeling 
of uncertainty and uneasiness. By all the evidence, 
this home front crisis must very soon show either 
improvement or further disturbing deterioration. 

A plausible longer-range case can be made out for 
selected stocks on the “inflation argument.” One 
flaw in this reasoning is the matter of timing. What- 
ever the post-war inflation potential, there are in- 
terim possibilities that don’t look so inflationary to 
us. Certainly if Germany should be defeated at not 
too distant a date, we can expect a substantial and 
prompt easing of the restrictions on production of 
civilian goods and probably some repercussions in 
commodity markets. Meanwhile, the commodity 
markets themselves at this moment are scarcely per- 
forming in an inflationary manner. 

The Dow commodity futures index has been mov- 
ing distinctly “sidewise” for several months. And 
the Moody spot commodity index has been edging 
down moderately since early April. 

Conclusion: Though the technical evidence does 
not yet signal even an intermediate reaction in a 
bull market, we believe a generally cautious invest- 
ment policy is warranted by the near-term uncer- 
tainties—Monday, June 21. 
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H.. much longer can Germany hold out against — survival, but there the distinction largely ends. The (1 
the mounting military and political power of the manifold problems of industrial and “financial read- prod 
United Nations? No one can give a provable answer _justment presented by demobilization will be scarce- | ST? 
to this momentous question—yet it is highly signifi- ly — if any — less formidable and time-consuming = 
cant that conjecture on the matter, by both military than were the problems presented in mobilization for 
experts and laymen, is now increasingly expressed war. If peace came tomorrow, we would no more | BILUIC 
in terms of months, rather than of years. It is no be really prepared for it than we were prepared for | '*> | 
longer fanciful to reckon with the possibility that war when the Japanese blow fell on Pearl Harbor. | | 
the guns may be suddenly silenced in Europe before I know that scores of agencies, organizations and 
this year is out. groups—some governmental, some private—have for | '0° 
After the collapse of the Nazi military machine, some time been engaged in “post-war planning.” 
how long will it take to make Japan cry, “Enough”? The net result to date provides very little that we 
Again, nothing but conjecture can be advanced. But can bank on, for two reasons: (1) business men can | 7.5 
Japan is peculiarly vulnerable to attack spearheaded not make specific plans for their individual pro- 
by decisively superior sea and air power, and the cedures in reconversion because the terms, conditions 
total force confronting her will be indeed terrific. and timing of getting out of war production will 
It is not far-fetched to reckon with the possibility depend upon Government decisions and procedures 
that the end may come within 1944. involving just as much negotiation and “paper 
Now regardless of the precise coming dates that work” as did the conversion to war production; (2) 
history will record, the one certainty is that the the post-war “planning” of Federal agencies to date | 25 
present time is not a bit too soon—if anything it is consists largely of voluminous generalities and 
late—for the Government and for prudent business theorizing about “over-all” measures for “assuring 
men and investors to be not only thinking about high employment through full utilization of our re- fe) 
peace but to get down to brass tacks in planning and _ sources, ete.” 
preparing for it. The general policy decisions—which can only be 
The crisis of sudden peace, unlike the crisis of _ made and carried out by the Government—will, of J gum 
sudden war, will involve no threat to our national course, be of the utmost importance: such matters 
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as the timing and speed of military demobilization, 
employment shock-absorbers in the form of public 
projects, tax policy, the U. S. role in world economic 
yeadjustment, etc. 

But regardless of such general decisions, the 
Packard Motor Company, for instance, could not 
now guess—even if it could forsee exactly when the 
war will end—whether it would take three months 
mor twelve months or even longer for it to return to 
full production of civilian automobiles; and the 350- 
odd concerns associated in Packard war work as 
fH sub-contractors are equally in the dark. Here the 
problems will not be generalities, but very specific 
and very practical. They will be legal problems, 
fnancial problems, physical problems. 

The automobile and auto parts industry repre- 
sents the biggest and most important reconversion 
problem for several reasons: (1) Of the major in- 
dustries, this was the one most completely trans- 
formed by war as regards character of production, 
and arrangement and ownership of producing 
Bequipment; (2) as the largest producer of con- 
sumers’ durable goods, in peace-time this industry, 
plus related industries and trades, is a tremendous 
generator of economic activity—so much so that its 
volume alone could largely spell the difference be- 
tween a good year for American business and a poor 
one; (3) the validity of current forecasts of active 
post-war business, on the basis of huge consumer 
savings and satisfaction of long-deferred needs for 
durables, rests in major degree upon what happens 
in this industry. 

Both because of its own importance and because 
























Government, part by the corporation. Government 
machinery not suitable for civilian production would 
have to be moved out, and the whole plant system 
rearranged, before civilian production could be 
resumed. Some of the capacity represented by 
original equipment, which has been moved out into 
storage, farmed out or disposed of, would have to 
be restored. The physical job of plant reconversion 
might require, say, three months—but it can’t even 
be started without advance “clearance” from the 
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Production of Manufactures, Adjusted for Seasonal Variation 
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the readjustments that will face the auto industry 
in the post-war transitional period are more or less - Government, and this involves a mass of paper work, 
typical of the whole structure of war equipment negotiation and legal formalities. If the latter 
manufacture, it is worth while right here to take a preparation is made before the war ends—or if 
very brief look at them. effective short-cuts can be devised, as more and more 
The (1) In a great many factories the present war- industrialists are now urging — reconversion could 
cad. | production set-up is both physically and legally be relatively fast. Otherwise, it would be very 
ree. | scrambled.” Part of the machinery is owned by the seriously retarded. 
ling i i rr TD TO (2) Restoration of civilian production 
for Manufacturers’ Shipments for Selected Industry Groups will also depend on Washington decision as 
10re | BILLIONS OF DOLLARS BILLIONS OF DOLLARS regards the release of needed materials and 
for F* | 12.5 labor. : 
bor. | ELECTRICAL MACHINERY (3) There will be a financing and work- 
and FEY machinery, EXCEPT ELECTRICAL ing capital problem. This is a long story 
for Pe AUTOMOBILES AND EQUIPMENT '0-0 in itself, which we will consider in some de- 
Se TRANSPORTATION EQUIPMENT, tail further along in this article and note 
ici only most briefly at this point. It involves 
can 7.5 7.5 the question of war-contract cancellation ; 
saul negotiation and settlement—involving pro- 
me tracted Government auditing — of claims 
will | 56 5.9 against the Government and vice versa; 
sie possible frozen inventories and receivables ; 
wed difficulty of converting these previous 
(2) “quick” assets into enough cash to meet 
ate | 25 2° accounts payable, taxes and bank credits, 
und etc. 
— 0 (4) _And how great will be the public’s 
Toc. 2 ke & . oe immediate post-war demand for automo- 
fi 1940 1941 1942 1943 biles? Theoretically, this demand should 
00.43-251 be tremendous. If we assume that “normal” 
- sian ; buying habits will promptly ‘t them- 
ers Survey of Current Business A es ; promptiy reassel em 
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selves, then—allowing tor the certain high level of 
spendable savings that will be available—a plausible 
case can be made for a record-breaking rush to buy 
cars as fast as they become available. But the first 
part of the premise may be open to question. The 
wear-out rate on existing vehicles has been radically 
reduced by curtailed mileage and abnormally care- 
ful conservation otherwise. Having had this en- 
forced lesson in conservation, car owners in future 
may be less style-conscious, more utilitarian-minded, 
less addicted to two-year turn-ins. The industry 
is planning to meet the initial demand by produc- 
tion of virtually the same models that it left off with, 
yet the motoring public is fully aware that this 
would be intended as a stop-gap, pending the earliest 
possible production of radically improved cars, with 
engines capable of using high-octane gasolines at a 
per mile cost perhaps half that of the 1942 models 
engineered in 1941. I therefore wonder whether the 
buying rush during the first year of peace will be 
so terrific after all, especially if millions of people 
should be wondering about the security of their jobs. 


II 


In what has gone before I have tried to high-spot 
some of the more significant basic aspects of the 
problem of industrial reconversion, drawing upon 
the automobile industry by way of specific example. 
Of course, the proportions and details of the tran- 
sitional adjustment problem differ widely from in- 
dustry to industry, also from company to company. 
The bulk of the remaining space available for this 
article will be devoted, in the concluding sections, to 
additional concrete and specific considerations affect- 
ing the individual industries and many individual 
companies; but one must bear in mind that indi- 





Another heavy-duty military truck nears completion with the 
mounting of the powerful engine on Studebaker's assembly line. 
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vidual distinctions, however important in themselves, 
are after all secondary to the “main line trend.” 
Company A may have a superior prospect to Com- 
pany B, but its prosperity is mainly dependent upon 
the national prosperity; and neither A nor B would 
have earnings worth cheering about if we slid into 
any considerable economic depression. Hence it js 
necessary to take a look at certain additional aspects 
of the forest of sudden peace before we concentrate 
on the trees. 


Will Unprecedented Savings Be Spent or Conserved? 


We have noted that the existence of large savings 
in consumer hands will not necessarily guarantee a 
rush to buy automobiles. The same is true of the 
whole field of consumer spending. What about con- 
fidence? Millions of people—with very good reason 
—will be uncertain about their jobs, therefore tend- 
ing to cling to accumulated savings in the safest and 
most readily convertible forms. The job-creating 
capital investment over the war period will have 
been financed preponderantly by the Government, 
and has created a vested and valid political interest 
in the jobs thus brought into being. What is to 
carry on this stimulus? Certainly in the post-war 
transition period—which I am thinking of in terms 
nearer two years than one—there is no prospect 
whatever that capital investment by private enter- 
prise could come anywhere near filling the employ- 
ment void resulting from a cut-.or even a third to a 
half in the peak level of Federal war spending. 

As compared with present war spending, the high- 
est annual rate of private enterprise capital in- 
vestment ever known was relatively small for 
a period of unforeseeable length after the war such 
investment will be retarded by the adequacy of 
existing producing facilities in relation to 
visible markets, if not by the fear of over- 
capacity. 

Total industrial production at present is 
more than double that of the base period 
1935-1939, production of durable goods more 
than three times greater. I see no prospect 
of developing an equivalent output of civilian 
goods for domestic or foreign markets except 
over a goodly period of years. Meanwhile, 
with maximum allowance for consumer spend- 
ing and private capital investment, the rate 
of Government spending would continue to be 
the main determinant of total production and 
employment and, therefore, of trade. 

Millions of people not formerly in the labor 
market have entered it, drawn by high pay— 
housewives, other women who formerly were 
non-employed dependents, teen-age youths, re- 
tired people. Many of these will resist return 
to former status. If there is any considerable 
reduction in Government spending, there will 
be an important deflation in employment, 
trade and production, a radically increased 
competition for jobs, a downward pressure on 
going wage and salary rates. On the other 
hand, if there is not a considerable decrease 
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articles by George S. ; 

Kent and are long-range, rather than applicable to 
the difficult transitional period that we are here 
concerned with. 

Because of the probable dominance of Govern- 
ment spending over our mixed economy, at least 
throughout the transitional period, we can probably 
avoid an economic nose-dive. Because of the very 
height of taxes, aggregate corporate profits in the 
transitional period may be surprisingly stable—but 
is stability enough? A bull market can’t live for- 
ever on stable profits and dividends: at some point 
a resumed forward march of profits must be re- 
quired. The alternative support might be “inflation 
psychology,” but the foundation for such psy- 
chology in the transition period, considering the 
potential deflationary offsets, is a moot question. 

In summary, I conclude that post-war transition 
and the time to be spent therein probably foot up 
to a considerably more formidable problem than the 
public mind—and especially the average investor’s 
mind—is presently attuned to. This is by no means 
to say that we will not emerge from the transition 
into a probably protracted period of prosperity— 
as we have done after all previous wars. The founda- 
tion will be there. But the end of the war will find 
some 70 per cent of our productive effort devoted 
to war, against 30 per cent at the end of 1918. The 
unscrambling job—the readjustment job—must be 
proportionately greater; and nothing is to be gained 
by making light of it. The transitional period is 
bound to be a very severe test for political and busi- 
ness leadership. 
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III 


With reference to difficulty—or ease—of read- 
justing to a peace economy, it is convenient to group 
the various industries, roughly, into six groups, even 
though this tends to over-simplification and to some 
overlapping. For instance, some industries may 
have virtually no transitional adjustment problem 
in the case of certain types of products, a difficult 
problem as regards other products. 

First, let’s look at the business-pretty-much-as- 
usual group. These, serving both civilians and, to 
more or less extent, the military forces and war plant 
centers, are operating practically in normal fashion. 
That is, they are making what they made before the 
war and largely with pre-war producing facilities. 
They did not have to “convert” to war and hence 
will not have to convert to peace. In most cases 
the expansion of war-time volume has been moderate, 
creating no automatic basis for sharp slump with 
peace. In most cases, volume in the post-war tran- 
sitional period will depend, as now, largely upon the 
general state of business and consumer spending. 

I would say this group includes oil, tobacco, foods, 
motion pictures, dairy products; drugs, proprietary 
products and cosmetics; shoes, textiles, utilities, 
paper; restaurants and drug store chains. 

In the second group I would put industries that 
have continued to operate in pretty much normal 
fashion but which have been, or will be, subject to 
war-forced curtailment of volume—moderate in some 
instances, severe in others—due to materials short- 
ages or other restrictions. It includes flat glass, 
paints, building materials; furniture and floor cov- 
















erings; gold mining, upholstery fabrics, jewelry and 
metal containers. All of these have been rather 
sharply curtailed. Others which have been, or will 
be during the rest of the war, subject to more mod- 
erate curtailment are sugar, printing and publish- 
ing, grocery chains and department stores. As with 
the first group, there will be no physical and “paper 
work” conversion-to-peace problem. To some of 
these, the end of the war would be a decided boon, 
especially in the instances of flat glass, upholstery 
fabrics, gold mining, furniture and floor coverings, 
_metal containers and, for a time, sugar—in the last 
case until demands are met and the normal over- 
production reasserts itself. Building, which will sink 
lower in volume before the year is out, also has a 
major vested interest in peace. Nothing could match 
active construction as a source of employment, both 
in the transitional period and in longer range eco- 
nomic expansion. Under any Administration at 
Washington, there will have to be heavy emphasis 
on public works, as well as on policies conducive to 
maximum volume of private building. 

In the third classification, I would put industries 
which are turning out the same character of prod- 
ucts as formerly, but in hugely increased volume due 
to war needs. These are radically expanded in pro- 
ducing equipment or volume or both, but are not 
“conversion” industries. In some instances, in this 
group, we come to the area of heavy Government 
war-plant investment—and to the unanswered (and 
presently unanswerable) question of what will be 
done with Government-owned plant or machinery. 
Will these producing facilities be sold to private in- 
dustry on an economic basis? Will the issue become 
a political football? In some of these fields investors 
will do well to watch closely all indications, pointing 
the direction of the answer, as they begin to shape 
up. Washington is the place to look. 

This list is a rather long one. It includes aircraft 
and parts; alcohol and other solvents; copper and 
brass products; steel, machine tools, heavy electrical 
equipment, Diesel engines; shipbuilding and ship- 
ping; railroads, tractions; some chemicals, a field 
treated more extensively in a special article else- 
where in this issue, as is also the case with articles 











on other pages on the steel industry and the pres- 
ently wobbly railroad stocks. Others in this group 
of abnormal volume situations appear to include 
bituminous coal, coke, lead, molybdenum, nickel and 
vanadium. The transitional problem facing the 
group is not physical reconversion but the threat of 
sharp curtailment in volume. 

Next we come to the real conversion group, large 
in total economic importance but rather small in 
number of industries. This includes automobiles and 
parts, office equipment, farm equipment, household 
electrical equipment and_ specialized machinery. 
Earlier in this article we dealt with the automobile 
industry. Its reconversion problem, of course, is 
larger in scope and more complex in detail than 
that of any others in this classification. For instance, 
the makers of office equipment and household elec- 
trical appliances can in most instances return rather 
readily to manufacture of regular lines—given re- 
lease from war work by the Government and granted 
the necessary supply of materials. Producing facili- 
ties in most cases have not been rearranged nor 
“scrambled” nearly as much as in the case of the 
automotive field. 


Farm Equipment Industry Largely 
Converted to Peace Basis 


‘arm equipment presents points of distinction 
making its inclusion in the conversion group some- 
what debatable. It was only partly converted to war 
work, and already WPB is sharply reducing the 
emphasis on its war equipment output and revising 
upward its permitted supply of materials for manu- 
facture of badly needed farm machinery. With 
crops in the poorest condition in three years, due to 
abnormal spring weather, and with the war taking 
on an ever more hopeful prospect, this industry will 
almost certainly be allowed to expand its regular 
production substantially over the next twelve 
months, regardless of whether Germany has fallen 
meanwhile. Its volume outlook for the post-war 
transitional period appears especially favorable, 
with large export of foods and farm equipment 
probable. 

The rubber products industry is also a special 
situation. Here there has been a major 
industrial revolution: the increasing 
shift from natural rubber to syn- 
thetics. Yet volume is at record highs 
and profits, despite high taxes, are the 
best since the mid-1920’s. It no doubt 
can make rubber products — whether 
of synthetics or natural rubber or both 
—as readily for peace as for war. 
Ex-war work, its volume—despite ac- 
cumulated civilian needs — probably 
would be under peak war levels. 

Another industry that does not fit 
readily into our arbitrary groupings 
is radio manufacture. It is devoted 
wholly to war work but finds itself 
pretty much “at home” as to character 
of things made and manufacturing 
techniques. (Please turn to page 320) 


Jolivette 
Food requirements of the United Nations make farm equipment 


a military weapon. 
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A scene in the elec- 

tric stove division of 

General Electric when 

production of this 

household need was 
at its peak. 


POST WAR COMPETITIVE TRENDS 


In Consumer Durable Goods 


BY &. A. 


rn Durable Goods, the hall-mark of the 
American standard of living, have always played an 
important part in our lives and our economy. This 
perhaps because their possession means prosperity, 
and inability to buy them or replace them usually 
reflects depression conditions. Their demand char- 
acteristics resulted in a distinct pattern of profit 
trends. Profits in these industries have always been 
irregular; they have been aptly characterized as 
“explosive.” Witness the twenties when sharp ex- 
pansion of all classes of income—aided by in- 
stallment financing—carried profits to record levels, 
only to fall precipitately under the erosive effect of 
the ensuing depression. 

When this war ends, the scene is set for another 
boom period in the consumer durable goods indus- 
tries which — unless guided properly — may truly 
deserve the attribute “explosive.” The basic elements, 
large pent-up demand due to inability to buy or 
replace goods, and sharply increased purchasing 
power, the result of high war-time earnings and 
savings, already exist. They will become ever more 
weighty, the longer the war lasts. The extent and 
potentialities of the buying power finally available 
will of course depend on several factors; of primary 
import are (1) the Federal fiscal policy which to 
date has not yet been finally determined; (2) the 
distribution, or rather the degree of concentration of 
war-time savings as it will be found at the end of 
the war; (3) the immediate post-war employment 
situation which, if unsatisfactory, may easily erode 
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a goodly part of the then existing buying power. 
At the moment, neither of these factors can be fore- 
seen with accuracy but regardless of their final 
weight, the potentialities of the consumer durable 
goods markets should be formidable. 

The rapid rise of individual savings, since the war 
began, is most impressive; for the three years 1942- 
44, the aggregate should exceed $100 billions. Con- 
versely, the decline of consumer durable goods pro- 
duction due to war-time restrictions has been drastic ; 
it dropped from a record high in 1941 of some $10 
billions to $6.4 billions in 1942 and this year is ex- 
pected to sink to $4 billions, closely approaching the 
depression low of 1933. The accompanying table 
furnishes a picture of the trends in consumer durable 
goods production during the 1929-41 period. While 
the upsurge in 1941 would of course be somewhat 
reduced by correction for higher prices and by ex- 
clusion of Government military purchases, even after 
such allowances it is evident that 1941 sales were 
the largest ever. This means one thing: if the war 
should end soon, demand might not be nearly so 
“explosive” in view of the heavy buying in 1941 in 
anticipation of shortages. 

The Department of Commerce in a recent publica- 
tion entitled “Markets after the War” has at- 
tempted an approach to their analysis, and on the 
basis of accumulating demand during the war 
period and past relationships to the gross national 
income has projected — not forecast — immediate 
post-war demands. These projected figures have 
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Gross Flow of Consumer Durable 





Goods* 


(In $ Millions) 


1929 1930 1931 1932 1933 


Floor coverings................ 





Heating & cooking 





pecendtintia Mibitiete.-. 5 070.3 912.0 702.7 «487.7. «312.5 «524.9 «559.9 716.2 834.3 720.0 799.0 
amagreeeon go eee 63894 «334.4 «231.9 «13956 «292.0 «263.3 «321.8 «3818 «3180 359.3 f 
Mise, durable furnishings 879.2 770.7 682.6 488.8 360.0 436.7 474.5 579.3 619.1 620.5 794.0 886.1 1,090.0 1,526.0 


1934 1935 1936 1937 1938 1939 1940 1941 1942? 


870.9 1,070.0 1,784.0 
384.7 470.0 882.0 





Gpparatus .............00 364.7 332.3 245.3 160.2 143.3 205.8 262.1 337.5 371.9 297.0 344.5 433.7 650.0 814.0 
Refrig., wash. machines, 376.5 340.3 293.8 194.6 234.5 292.3 325.8 394.2 491.7 344.3 381.3 460.4 640.0 799.0 
hines ........ co 
Bice heahids appl, webeeseesoes 138.5 135.3 121.1 79.1 67.3 104.3 130.2 159.2 175.6 169.8 194.7 217.0 260.0 389.0 
Other hsehid. appl. ........ 22.6 ° 4 12.7 10.3 13.3 14.1 15.7 18.8 20.7 22.5 25.7 30. 44.0 
Radio appar. & phono..... 878.1 813.4 475.5 225.4 184.9 236.5 282.4 358.7 366.5 310.4 377.8 415.6 500.0 1,100.0 
P ger cars 2,953.5 2,089.2 1,490.9 828.8 840.8 1,239.9 7,804.0 2,114.4 2,364.2 1,418.4 1,810.4 2,382.5 2,750.0 5,718.0 
TOTAL (a) ...00r-ccrcesseccere 9,863.0 8,127.3 6,320.1 4,194.6 3,426.0 4,809.5 5,646.9 6,737.9 7,556.9 6,044.4 7,122.0 8,277.9 10,310.0 16,878.0 


* Source: Fed. Reserve Board Bulletin. t As projected by the Dept. of Commerce. (a) Representing the aggregate of 21 sub-groups. 








been incorporated in our table for the purpose of 
comparison only; their purely hypothetical nature 
must be stressed. However, while in no sense a fore- 
cast, many of the items projected may be sufficiently 
accurate to serve as a preliminary basis for market 
analysis; on the other hand, the many imponderables 
entering the situation must never be lost sight of. 
Indicative of the potentialities, at any rate, is the 
fact that the Department of Commerce, in its pro- 
jections, envisages for the first post-war year a pro- 
duction of consumer durable goods fully twice as 
high as the 1940 volume of $8.27 billions. 


In spite of the enormous latent demand, a highly 
competitive situation is certain to develop in the 
consumer durable goods field after the war. How 
this will affect the fortunes of the various industrial 
enterprises, and which companies are in the best 
position to capitalize on the huge pent-up demand, 
are questions of definite interest to many investors. 
In attempting to answer them, it should be under- 
stood that the conclusions arrived at can in no sense 
be regarded as irrevocable. Rather, they envisage a 
projection of trends within the industry which, 
though interrupted or temporarily deflected by the 
war, existed before and are bound to re-appear dur- 
ing the post-war competitive struggle. Neverthe- 
less, the element of the unexpected can never be 
ruled out. 

The dominating group among the consumer dur- 
able goods industries is, of course, the automobile 
industry; it will be the most important beneficiary 
of the post-war buying rush. Effectively blanketing 
the entire field, the “big three,” General Motors, 
Chrysler and Ford, will of course gather the lion’s 
share; their entrenched position, concentrated pur- 
chasing power and huge resources assure that. The 
entire industry, now virtually 100% converted to 
war work, faces a monumental reconversion problem ; 
the manner and speed with which it can be solved by 
the various companies may importantly influence 
their future prospects. Here, too, the “big 3” have 
a definite advantage. Their flexibility of plant and 
organization should assure quicker reconversion. 
This may be inferred at least tentatively, from re- 
cent statements of various managements; General 
Motors, for instance, expects to resume automobile 
production within 4 to 5 months and reach full pro- 
duction seven months after reconversion has begun, 
provided however, that the Government permits 
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complete rather than piecemeal change-over. Hence 
the actual time required will largely depend on Gov- 
ernment policy. On the other hand, Packard, where 
as with other smaller units, the “scrambling” of ma- 
chinery (its own and Govt.-owned) creates a difficult 
situation, expects to require 4 to 8 months to begin 
new car production. These figures are probably 
typical for the industry as a whole. All face a 
tremendous retooling job but the smaller companies, 
much more than the leaders, will have to rebuild their 
entire organization from the bottom up. 


The post-war boom will of course furnish plenty 
of opportunities to all; they will all do well while the 
boom lasts. The aftermath, however, should witness 
a deepening of a trend evident before the war, that 
is increasing domination of the field by the “big 3” 
and a further decline of the independents in their 
relative position. The latter’s product is by no 
means inferior but their disadvantage lies in dis- 
tribution and over-all resources where they simply 
cannot match the leaders. With the subsidence of 
the boom, they most likely will be forced back to low 
profit levels; for survival, many may resort to 
diversification and their war production experience 
may prove a stimulus in this direction. In this, they 
would merely follow the example of their leaders; 
both General Motors and Chrysler already are 
widely diversified. 

Financially, the industry should emerge soundly 
from the war; all units have created special reserves 
to take care of reconversion expenses and other con- 
tigencies. In the main, the competitive struggle will 
be fought among the major companies. General 
Motors, by virtue of its outstanding position, wide 
diversification and almost impregnable financial 
status should find itself in better than average posi- 
tion. Chrysler’s efficient organization and alert en- 
gineering staff will enable it to become further en- 
trenched in the automotive field but, having already 
achieved a relatively mature position, prospects are 
slim for further rapid and permanent expansion 
such as the company enjoyed during the late 
twenties. Ford is likely to find himself in a similar 
position; prospects point to increasing diversifica- 
tion, probably in the aviation field, to compensate 
for the restrictive effect of automotive competition. 

In fact, greater diversification may be the net 
result of the industry’s post-war experience. The 
leaders already are well out in front. Nash-Kelvina- 
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tor, having made up for operating losses incurred in 
1938-39 when it branched out into the refrigerator 
field, should be able to do considerably better after 
the war, benefiting both from the large automobile 
and refrigerator demand. However, disruption of 
its dealer organization due to war causes may be an 
important early handicap. This may also be a prob- 
lem for Hudson Motors while Studebaker and Pack- 
ard apparently managed to keep their dealer or- 
ganizations fairly intact. As to the often rumored 
possibility of aviation and shipbuilding companies 
intending to enter the automotive field after the war, 
it appears that such possibilities are very small; the 
“big 3” constitute an almost insuperable barrier to 
any such undertaking. 


Electric Appliance Field 


Second only to the automobile industry in impor- 
tance is the electric appliance field; its expansion in 
recent years is clearly shown on the statistical table. 
Profit trends corresponded closely to those of the 
automotive industry until 1936 when compared with 
the latter, the appliance industries made only mod- 
erate recoveries. In competition for the consumer 
dollar, up till then, the automobile has clearly shown 
its superiority. However, it should be noted that the 
margin for further expansion, the distance from the 
saturation point, appears far greater for appliances 
(except radios) than for automobiles. The hand- 
fired furnace, the ice man and the broom, to mention 
just a few, still exasperate millions. of housewives 
who as quickly as possible will want to replace them 
by the new mechanical aids to a comfortable exist- 
ence. 

In this field, too, we find a situation not unlike 
that in the automotive field, namely a thorough 
blanketing of the market by a few large manufac- 
turers, resulting in a severe competitive situation 
for the lesser factors. However, unlike in the auto- 
mobile industry, prospects of greatly widening mar- 
kets appear far better and this, in re- 
cent years, has attracted quite a few 
new-comers. Dominating are General 
Electric and Westinghouse, both pro- 
ducing a complete range of electrical 
goods, from the heaviest piece of ma- 
chinerv to the tiniest incandescent lamp. 
GE alone accounts for about 25% of 
total industry vroduction. What pro- 
portion of production of these major 
companies consists of appliances, and 
what of heavy equinment, is one of the 
ereat mysteries of this industry group: 
it hinders any attempt to analyze 
thoroughly the outlook for the lesser 
components. In the post-war era. GE 
should easily maintain its dominant 
position. By extensive research and 
skillful and ingenious publicity it has 
elevated its products into a preeminent 
status; the GE symbol in the minds of 
many has become the standard of per- 
fection. The company has other differ- 
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ential advantages over its principal competitor, 
Westinghouse. It is financially stronger, enjoys a 
somewhat higher operating efficiency and possesses 
greater plant capacity. Moreover, extensive hold- 
ings of GE in numerous non-affiliated companies is 
probably explained at least in part by its ability, 
because of such share ownership, to increase its share 
of business secured from these companies. Both, GE 
and Westinghouse, have efficient and worldwide dis- 
tribution facilities. The latter by increasing diversi- 
fication should in the future achieve greater stability 
of sales and profits during cyclical swings. Both are 
unquestionably in a position to make further impor- 
tant progress during the post-war boom. 
Confronted with sweeping competition by these 
leaders, the smaller companies thus far have fought 
an up-hill battle, yet in many cases it was not with- 
out its rewards. Alert management and efficient 
plant organization usually turned the trick. Chi- 
cago Flexible Shaft, an important maker of house- 
hold appliances, has been doing quite well. Aided 
by leverage provided by its small capitalization, 
earnings were substantial and its financial position 
has been strengthened by a conservative dividend 
policy. It should participate importantly in the vast 
post-war appliance businéss. Similarly situated are 
McGraw Electric Co., Bendix and Borg-Warner, 
the latter aided by wide diversification of produc- 
tion. On the other hand, such companies as Eureka 
Vacuum Co. and Maytag, the former a leading 
maker of vacuum cleaners, the latter of washing ma- 
chines, have severely felt the impact of major com- 
petition. Eureka’s financial position, impaired by 
pre-war operating losses, is further weakened by 
war-time interruption of operations, not nearly com- 
pensated for by war work. Thus handicapped, there 
appears little hope for sustained sizable earnings 
in the post-war era. Maytag, while adequately 


financed, is facing keen competition in a market 
which prior to the war was believed to be near the 
saturation point. While (Please turn to page 324) 





A firing furnace in the plumbing ware plant of the 
Bridges Manufacturing Co. 








O.; December 7th, 1941, a wave of rumor swept 
over every neutral country. The story of Pearl 
Harbor swiftly took on catastrophic proportions. 
In every financial center in the neutral countries 
Axis agents whispered that the American Navy was 
at the bottom of the sea, and that the prudent 
foreigner who could withdraw his funds from this 
doomed country had no time to lose. The thousands 
of firms on the Allied blacklist, whose very life de- 
pended on Axis victory, bid up premiums for any 
currency that would upset the American dollar. 

At first the campaign centered in Havana. It 
was an easy spot for black market operations. The 
government was intensely friendly to the United 
States and soon was allied to it. But (and this is 
important for speculators) it was assumed that the 
Cubans were sellers of sugar and other raw mate- 
rials and that they would have the benefit of Allied 
purchases without the undue cost of real participation 
in the war. As the American dollar could be freely 
bought and sold, the Cuban peso soon showed a 
considerable recovery, largely due to this specula- 
tion. But despite the nervous selling of these dupes 
of Axis agents, the rate in Havana is limited to a 
very narrow range. 

* * 

Frightened foreigners soon realized that there 
was very little they could do to disturb the Amer- 
ican dollar by the selling of checks on New York 
or by telegraphic transfers. So, instead, they 
turned their bank deposits here into bales of ten 
dollar bills and many of them personally accom- 
panied the load of greenbacks and decamped for 
the tropic realms. The Argentine proved the best 
country for their purposes. In the first place, in 
Buenos Aires you have the first commercial city of 
Latin America. Second, it was neutral. Third, it 
was a center for all sorts of strange triangular 
traffic, very much on the legal borderline of every- 
thing; shipping, contraband of war, counterfeit- 
ing, and so on. 

The sellers of real American dollars found them- 
selves up against large offers of counterfeit dollars. 
It is generally understood in Europe that the Axis 
governments have sponsored the “printing” of 
American dollars. For they know that the 
European basically has confidence in no other 
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The Dollar As the Index of Victory 


BY GEORGE RIVIERE 


money to that extent. The German occupation 
authorities (by way of their disavowable agents) 
then sold these spurious dollars to the hoarders, col- 
lected their local money in exchange, and used the 
genuine local money they acquired as a means of 
purchasing war supplies throughout France, Jugo- 
slavia and other countries where the American 
dollar was being accumulated. This age-old device 
was used by Napoleon to break the confidence and 
credit of his enemies. 
* * * 

This high sponsorship of counterfeit dollars had 
the same objectives, but there was another angle 
too. When the cowardly foreigner fled from the 
United States with his greenbacks and found that 
their genuineness was suspect, he hastened to offer 
them for still less money. The German propa- 
ganda had caught him both ways. 

Not to be outdone by Napoleon’s performance, 
the German war lords, realizing the worth of the 
American dollar and feathering their own nest for 
the evil days to come, were fearfully glad to be able 
to pick up that currency at a discount, from their 
own gulls. Thus the German agents everywhere 
multiplied rumors about American defeats and 
American domestic chaos, and having got their 
dupes to unload at any price, they coolly bought 
dollars cheap for their own account. In Buenos 
Aires this was an active factor in the temporary 
“black market.” 

New money poured into the Argentine at a fast 
rate. Convinced that any country that enters a 
war must see its currency dwindle under its excess 
expenditures, these philosophers put their money 
into a safe neutral country, to wit, the Argentine, 
and into allied countries they were sure would 
spend little on the war effort, relatively, like Brazil 
and Mexico. 

For it was not merely stupid fear and Axis 
propaganda that worked against the dollar. It was 
the “wise-guy” attitude so typical of the cracker- 
barrel philosopher, who argued that the American 
dollar could not support a load of taxation and 
debt and that it must gradually fall relative to 
those countries which were feathering their nests and 
sacrificing little. This group sold the dollar merely 
on old fashioned reasoning. 
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To Americans it comes as a shock to see the 
dollar considered a mere commodity, just another 
of the many expressions of a standard of value and 
means of exchange. <A dollar is fixed for most of 
us, even though we have seen a devaluation of 
40.94% not so long ago, and our history books tell 
us that the dollar fluctuated between 36 cents and 
80 cents during the Civil War, and that it was a 
veritable football in the early days of the Jackson 
administration. For us these are bits of archaeol- 
ogy: for the suspicious outsider they are part of 
living history. 

The dollar went down fast in the first black 
market quotations. It began around 60 cents. 
Months of comparative inaction in the Pacific and 
it slowly sank, until it is understood (though no 
one can guarantee word-of-mouth quotations in a 
black market) there were fools who sold it for as 
little as the equivalent of 30 cents expressed in 
pesos. Then came the Coral Sea victory, and it 
rose to 40 cents. It perked up to 50 cents, and had 
a hectic career, with every sort of rumor putting it 
down and every sort of fact putting it up. 

At last it began to get into the higher 60’s, and 
after the North African invasion and Stalingrad, 
the clever boys realized that they had sold gold for 
the price of straw.. They then tried to bid up 
dollars but those who had bought them at low fig- 
ures held on to them and thus the supply dw indled. 

What they are today is not easy to determine. 
The Axis agents work steadily to keep them down, 
both to injure American prestige and to buy them 
for themselves. But the double game is wearing out 
and it is clear that the skeptic, rascal, dupe, coward 
and enemy have been crushingly defeated in the 
secret skirmish of the dollar. From all indications 
it is nearing par and should soon go to a premium, 
especially as the United States is free from revolu- 
tions and it is recognized that with Allied victory 
the financial goodwill of the United States, Britain 
and France will be indispensable if the Argentine is 
to export and live. 

* * * 

Attacks on the United States dollar are 
not new. In the Civil War, the Confed- 
erate cabinet, though short of funds, used 
almost its last supply, at the suggestion 
of a Tennessee banker named Porterfield, 
to destroy the American dollar by way of 
Montreal and London exchanges. It ended 
by our New York bankers making the 
profit and the dollar rising to a premium. 
When the tide of battle turned, after 
Atlanta, the very speculators who had 
tried to sell the dollar for three years, 
lined up in the streets of Amsterdam, in 
front of the American consulate to pur- 
chase dollars at 60 cents, and United 
States Fives as their interest-bearing ex- 
pression. We are seeing the same phe- 
nomenon today in Havana, Mexico, 
Buenos Aires and Stockholm. 

The American dollar has had a less 
hectic career in Switzerland. True, the 
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physical dollar bill (as distinguished from bank 
transfers) has been hawked about the streets of 
Zurich for fifty cents, at the very worst quotation. 
But that is not so much a reflection on the dollar 
as it is of a pressure of all Europe to obtain Swiss 
francs and Swedish kroner. These are the only two 
sound neutral moneys in Europe. 

The Spanish peseta is socially dubious: the Por- 
tugese escudo represents a state whose foreign debt 
record has been pretty bad. Hence the Swiss franc 
has sold consistently at large premiums. The Ger- 
man who fears defeat, will not buy Allied money, 
for if his identity is ever revealed, he feels, whether 
rightly or wrongly, that his ownership may be 
challenged. He wants to be in neutral money only 
and he doesn’t much care what he pays for it. He 
wants no records of deposits, no receipts, no evi- 
dences of ownership, direct or indirect. This is his 
last shot in the locker; if he holds anonymous bank- 
notes he feels safe. Driven to despair he has put his 
money into escudos, for he thinks that Portugal will 
always be well treated by Britain and yet be neutral. 

* * * 


But, as the Swiss banking system has been strictly 
neutral, and the German knows this, he feels that 
the integrity of this sturdy country, that stands up, 
a David among surrounding giants, will be respected 
by everybody. Hence the premium on the Swiss 
franc, when expressed against dollars, gives the dol- 
lar an artificially low quotation. But there is some 
true discount. 

Switzerland has grave difficulties, such as short- 
ages of goods and price inflation and also high de- 
fense costs, but, all in all, she is the least dented 
country in proportion to her former banking posi- 
tion. Hence the Swiss Franc does enjoy a premium 
over all comers, but, on a comparative basis, prob- 
ably less against the "American dollar than any other 
money. For the dollar bill averages about 75 cents 
in Zurich, at last reports. When the fear premium 
against other money is reckoned in, it shows that 
the dollar practically (Please turn to page 319) 





Swiss Federal Railroads 
Summer Scene in Zurich, Switzerland 
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CHEMICAL 
INDUSTRY 


BY ROBERT 


N o major American industry is as well equipped 
as the chemical industry for a quick change over 
from war to peace. The chemical industry will need 
no retooling. 

The same products now being turned out in a 
never ending stream to make explosives to load shells 
and bombs, to make a score of plastics with a thou- 
sand military uses, nearly all of the varied multitude 
of chemicals now going to war production, will have 
equally important peace time uses. 

This is, of course, the reason why this industry 
was able to meet war needs so speedily and so 
smoothly. The transition to peace time production 
can be effected with equal facility and with little 
or no expense for changing equipment and without 
costly shut downs. 

The chemical industry has always been one of the 
most adaptable of industries and even when and if 
peace time demands require a shifting in the balance 
of production, a good deal of equipment can be 
switched from one product to another with com- 
parative ease. 

The industry’s problems with excess plant 
capacity will also be less burdensome than those of 
industry in general. Most of the new plant capacity 
built and financed by the industry itself during the 
war has been to make materials that they would 
have made any way in the normal upward trend of 
their business. More and not less capacity to make 
materials of this type will be needed after the war. 
Du Pont’s Nylon and Union Carbide’s vinylite are 
two outstanding examples. 
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A corner in a laboratory of the Monsanto Chemical Co. 


P. EDWARDS 


As a matter of fact the industry was in the full 
tide of expansion when war broke out; and the war, 
which has required the building of some huge new 
chemical plants, has also prevented the building of 
many other plants to make materials for new kinds 
of civilian goods after the war. 

The huge new war plants have, of course, created 
a great deal of excess capacity for a few materials 
that probably cannot be consumed by civilian indus- 
try for a long time after the war. Most of these 
plants, however, are government-owned, and may 
not be a burden on the chemical industry in post-war 
days. But there are some exceptions. 

There has been, for example, a tremendous ex- 
pansion in capacity to make synthetic nitrates and 
ammonia for explosives. Many of these new plants 
use petroleum or its gases as raw materials and 
probably have considerably lower costs than the 
older processes which use coal as a source of the 
hydrogen needed. 

It is possible that these plants may be shut down 
and held in a “stand by” condition after the war. 
But nitrates are a primary fertilizer material and 
it is more likely that Government action will be 
taken to keep these plants running as a source of 
cheap plant food for the farmer. Unlike the old 
inefficient Muscle Shoals plant built during the last 
war, these new plants are highly efficient. Allied 
Chemical, with its great synthetic sodium nitrate 
plant at Hopewell, Va., built years ago, might be 
affected by this situation. 

Then there is toluene for making T.N.T. which 
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-has been greatly expanded, but this will probably 
be less of a problem because toluene is one of the 
' versatile hydro-carbon chemicals that can be readily 
' converted into a good many other useful materials. 
_- Another material that is certainly going to be in 
_ the “surplus” class for awhile is magnesium made by 
‘Dow Chemical, still by far the largest producer, 
| from brine or sea-water. While chemists and engi- 
neers believe that magnesium has a great future, few 
of them are optimistic enough to hope that the pres- 
ent war time output can be absorbed for some years 
after peace comes. This will probably mean the 
closing down of most of the Government-financed 
plants at least for a while. Dow, which built with 
its own funds a substantial part of the increased 
capacity, will no doubt have to curtail its magnesium 
output drastically. This however will not necessarily 
have any very harmful effects on profits. It is un- 
| likely that any very large part of Dow’s wartime 
earnings have been provided by its magnesium oper- 
ations, with taxes and renegotiation considered. 
What Dow may lose in magnesium profits after the 





































































war may well be offset by larger volume and larger 
margins of profits in some of its other new materials, 
notably some of its plastics such as Saran. Large 
peacetime markets are expected for this material in 
plumbing and chemical piping and in woven goods. 
Synthetic rubber and its raw materials, butadiene 
from petroleum (and from alcohol) and styrene from 
coal tar, will also be problem materials after the war. 
Natural rubber may offer severe competition. But 
full | it is also possible that the Japanese will destroy 
war, | enough rubber plantations to make the natural 
new | product scare for some years. Synthetic rubber is 
ig of 
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ated | Long Term Record of the Chemical Industry 
rials *Produc- *Total t+tNet Income 
idus- tion Ind. 19 Chemical 
nee Index Production Companies 
may 1928 78 99 164.7 
wer 1929 89 110 197.1 
1930 87 91 143.7 
1931 78 75 113.5 
Me 68 58 62.7 
and | 1933 76 69 94.4 
ants 1934 83 75 114.1 
and 1935 89 87 144.9 
the | 1936 99 103 192.9 
the 1937. 112 113 200.6 
1938 96 89 113.9 
— 1939. 104 108 187.1 
1940 114 123 194.1 
WaT. iy vee) 139 156 202.6 
and | 1942 173 181 160.5 
| be * 1935-1939—100. 
e of t Standard-Poor Figure in millions of $. 
old 
last TTT TUTTLE HTTP EGET EPE TUE E PLETED TT TH 
lied 
rate also superior to natural rubber for a great many 
t be uses, and like Du Pont’s neoprene, which had a large 
market before the war, the new buna rubbers may be 
hich able to hold their own in sizeable volume for special 
uses. 
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The nation’s plant capacity for making oxygen 
for flame cutting and welding tools has been vir- 
tually doubled since the war began. The reason for 
this was the need for greatly increased amounts to 
supply shipyards and other metal working trades 
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Composite Balance Sheet Items for Ten 


Leading Chemical Companis 
(In Millions of Dollars) 








1929 1932 1939 1942 
Men Fronecty ................ 519 523 644 783 
Cash Items 246 222 303 393 
Total Current Assets .............. 469 386 589 853 
Current Liabilities 66 33 110 332 
Net Working Capital .............. 403 353 478 520 
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engaged in war production. Since oxygen is costly 
to ship in its large steel containers, it was also neces- 
sary to build new plants strategically located near 
new war time consumers. All of this is apt to mean 
an over supply after the war. This would affect Air 
Reduction Co. and Union Carbide and Carbon 
Corp., who are the two largest producers. However, 
even this probably need cause no concern about the 
post war earnings of these two companies. Tueir 
present record sales volume is producing record 
earnings most of which are going into excess profits 
taxes. The war has shown industry how to use 
oxygen flame tools instead of machine tools for many 
purposes and as result post-war demand for oxygen 
will be much larger than it was before the war. With 
eventually lower taxes this should permit a new high 
level of peace time profits for these companies. 

Some of the chemical producers have been afraid 
that a sudden ending of the war would bring a prob- 
lem because of large stock piles that might be built 
up in a few leading products, alcohol for example. 
It is a sound Government policy to encourage these 
stock piles when it is possible to accumulate them, 
to avoid the consequences of possible future trans- 
portation tie-ups. So far however, with the excep- 
tion of alcohol, accumulated during the delay im 
building some of the synthetic rubber plants, there 
are not enough stock piles to cause any real concern. 

After the war the chemical industry is looking 
forward to the highest peace time sales volume in its 
history, a volume of demand that should run far 
ahead of any of the best pre-war years. In the first 
place, export demand should be heavy. The need for 
rebuilding Europe and for starting the wheels turn- 
ing again will require large amounts of American 
chemicals: Although South America is not a primary 
chemical market, orders from there should be very 
large, to replace goods that could not be sent dur- 
ing war time. 

It also must be borne in mind that after the war 
it is probable that most of Germany’s chemical 
plants will be in ruins, and Germany has always 
been one of the major exporters of chemicals. Amer- 
ican producers are likely to fall heir to much of this 
business at least until German plants can be rebuilt 
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and markets assigned to them under a new post-war 
arrangement. 

The same holds true for Japan. Japan has been 
one of the leading industrial nations in the Orient 
and has had a sizeable chemical industry. Whether 
or not this will be destroyed as the result of Japanese 
defeat is not of course known, but it is a fair bet that 
American producers will take over some of Japan’s 
major markets. 

The trend toward industrialization of baékward 
nations all over the world will probably be acceler- 
ated after the war, and this again will mean more 
chemicals. While industrialization, of course, means 
building local chemical plants, it also means a great- 
er demand for the intricate products that only an 
industry in a high state of development, like our 
own chemical industry, can supply. 

By far the greatest demand however will come 
from American consumers. The American consumer 
who has been cut off from buying new refrigerators, 
radios, automobiles and many other things during 


war time has also been cut off from buying chemicals 
though he may not realize it. More chemicals than 
ever in the form of plastics, paints, textile fibres, 
etc., are going to be used in the consumer goods of 
the future. 

Nylon hosiery, of course, is one notable example. 
Du Pont, even with some moderate recent plant ex- 
pansion, is not making enough Nylon to take care 
of even a part of normal peace time demands for 
Nylon hosiery and brush bristles. 

Union Carbide was just beginning to bring its 
vinylite out in a variety of consumer goods: drap- 
eries, fabric for shoes, shower bath curtains and 
other materials of this type. The demand for viny- 
lite for new uses will be very large and meanwhile 
the war time development of vinylite insulating for 
cables will offer another new market and the return 
of safety glass for automobiles will restore the de- 
mand for the vinylite sheets that are used to join 
the two sheets of plate glass in windshields. 

The plastic plywood industry, which has created 
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Invest- Capitalization Book Value Working-Cap. Sales $ Per Share 
Cempany ment (000 omitted) $ Per Sh. ($ millions) ($ millions) ' Avge. 

Rating Debt Pref. Common 1937 1942 1937 1942 1937 1942 = 1936-39 1940 1941 1942 
1 Air Reduction ................... A 10,000 ___......... 2,713 14.72 16.05 15.2 17.8 30.7 74.95 2.37 1.75 2.00 2.00 
2 Allied Chem. & Dye (a) A+ ieee cece 2,214 90.99 100.03 87.3 103.0 177.2 244.4 7.12 8.00 8.00 7.00 
3 Amer. Boric. Chombcch. Bo recevececs —vesecnre 628 88.50(f) 35.21 13.7 14.6 24.3 27.10 4.16(b) 1.26 1.45 1.70 
4 Amer. Cyanamid ‘'B'’.... A 29,058 1,293 2,552 17.94 20.57 26.4 49.3 10.14(c) 29.68(c) 1.16 2.10 1.85 1.35 
5 Atlas Powder .................. B 1,052 68 256 38.35 51.04 7.72 10.8 17.38 36.78 4.12 4.25 4.50 3.50 
& Columbian Carbon ........ es a Oy Date 537 51.79 55.75 4.55 7.50 15.73 19.57 4.12 4.60 4.70 4.25 
7 Commercial Solvents ...... i, or ee 2,636 6.02 8.48 13.79 15.66 45.9 52.4 0.35 0.25 0.55 0.60 
8 Dow Chemical ................ A-- 14,500 60 1,248 23.32 42.29 4.37 9.56 25.5 78.3 2.76 3.00 3.00 3.00 
9 du Pont de Nemours ...... eee 1,688 11,108 40.14 47.41 155.4 173.2 286.0 523.4 5.72 7.00 7.00 4.25 
10 Freeport Sulphur ............ A ROO ine 800 21.67 28.09 9.03 15.57 13.9 15.5 1.50 2.00 2.00 2.00 
11. Hercules Powder(h) ...... ay “<5 Shewanee 87 1,316 21.66 29.53 15.2 26.1 44.5 114.3 | 2.85 3.00 2.50 
12 Mathieson Alkali ............ ee is) ee 23 828 26.76 26.097 5.53 3.05 3.66(c) 4.67(c) 1.54 1.50 1.75 1.12 
13. Monsanto Chemical ........ A. te © ocean 210 1,241 27.61 33.36 13.8 21.8 33.2 69.1 2.75 3.00 3.00 2.25 
14 Texas Gulf Sulphur ........ OR a ee Oe ae 3,840 15.52 15.34 26.5 31.9 26.2 29.1 2.31 2.50 2.50 2.25 
15 Union Carbide ................ A oe rn 9,277 27.58 32.81 63.7 95.9 52.9(¢c) 138.3(c) 2.45 2.30 3.00 3.00 
16 United Carbon ................. ie aes Se ee 398 37.37 42.13 2.24 2.46 9.27 10.3 3.75 3.00 3.00 3.00 
17. U. S. Indus. Alcohol ...... Bs ies wae 376 31.67 56.04 10.03 8.18 10.8 27:7 0.31 Nil 1.25 2.00 
18 Wectvaco Chlorine ........ ee een 57 353 18.49 22.96 1.63 2:73 8.59 15.0 1.15 1.85 1.85 1.40 





D—Deficit. (a) Year ended June 30th. (b) 3/1 stock split-up in 1938. 


(c) Optg. income. (e) On A & B stock combined. (f) Before 3/1 stock 
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a new raw material out of wood and which takes 
large amounts of plastic glues, has been compara- 
tively slow in getting into volume production during 
the war. Its real major period of expansion will 
probably come soon after the war in making board 
for pre-fabricated houses, for pleasure boats, air- 
planes and furniture. This is another large and un- 
exploited new chemical market. 

The rayon industry, one of the largest of chemical 
consumers, is going over to war production more and 
more and the available supply for civilians is being 
cut down. This will mean a large unfilled demand 
from civilians ready and waiting after the war, and 
large business both for rayon makers and their 
chemical suppliers. 

In spite of all the fanfare of publicity for many 
years, plastics have only just come into their own 
as major raw materials on a tonnage basis. Figures 
of war time production are, unfortunately, war time 
secrets but the output has multiplied several times 
in the last few years. The output of plastics now 


has reached the point where it really compares with 
that of many of the metals. Not only has the pro- 
duction and use of the older plastics, such as the 
phenolics of the Bakelite type (made by Union 
Carbide, Durez and Monsanto), grown many times, 
but there are a score of new plastics that are certain 
to have large markets. 

Lucite, made by Du Pont and sold mainly for 
novelty uses before the war, has grown into a big 
business to supply windows and noses for fighting 
planes. This production will probably be readily 
absorbed after the war, particularly since more out- 
put means lower costs. 

The whole plastics business has had an astound- 
ing growth during war time. Better, cheaper and 
speedier ways of moldings plastics have been de- 
veloped, all of which are going to open wider 
industrial fields. Because they are completely new 
types of raw materials they have needed new indus- 
trial techniques to bring them to their fullest and 
most efficient use, and these new techniques have been 





Position of Leading Chemical Companies 


Earnings adjusted to present 
capitalization $ per share 


Price Range 














Avge. $ per share COMMENT 
1932 1936-39 1940 1941 1942 1929-32 1937-39 1940-43 

1 0.85 2.11 2.38 2.60 2.50 22274-307s 80'%4- 40 58V/s- 2912 War demand large. Expanding markets for industrial 
gases provide excellent peace time possibilities. 

2 3:92 9.51 9.43 9.67 9.74 35494-4212 2581/2-124 182 -118'2 Wide diversification, enlarged capacity and strong 
trade position assure continuance of large earnings. 

3 D 1.94 2.01 1.45 1.78 2.87 37s- 3¥2(g) 101Y2- 16(b) 30s- 12% Leading producer of fertilizers. Increasing proportion 
of industrial chemical sales should improve post-war 
status. 

4 0.14le) 1.73(e) 2.60(e) 2.65(e) 1.95le) 80 - 15% 37 - 152 44/s- 285 New products and further widening of already broad 


markets should extend long-term profit uptrend. 





5 D 1.96 3.67 5.63 6.10 5.90 140 -7 94 - 36 


80/2- 43 War demand heavy. Should maintain good position 
in extractive and construction industry markets after 


the war. 





6 WeF? 6.56 5.71 6.57 5.83 344-132 


12534- 53% 


983%4- 51 Important factor in natural gas, printing inks and 


carbon black. Rubber program should stimulate sales. 





i 0.48 0.49 0.91 0.99 1.27 63 - 32 214- 


5 165%e- 7% Good long-term outlook. Active research and diver- 


sification reduces dependence on solvents. 





8 1.66 3.31 5.74 6.23 7.14 100) -21'2 1591/4- 


792 171 - 95 


Has excellent record. Aggressive development of 
—— and other chemical fields enhances post-war 
outlook. 





1881/2- 


902 18914-10274 


Entrenched position and wide diversification assure 
rane, of leadership in chemical and allied 
elds. 





10 2.52 2.60 3.81 3.95 3.05 552-10 36 - 


18 41 


- 345 Development of manganese and other mining ven- 


tures should bolster post-war position. 





W 1.00 2.84 4.01 4.23 3.81 130 -13% 64 - 


42% 100/2- 51 


Overall outlook good. Widening of chemical lines 
will reduce post-war dependence on explosives. 








12 0.67 02 1.65 1.90 1.26 723%4- 9 413%4- 


19% 32%4- 192 


War-time earnings good but secular downtrend in 
product prices suggests only fair long-term prospects. 





13 0.81 3.67 4.32 4.88 3.75 80'44-13%, 114%4- 


67 119° + 66 


Production and markets well diversified. New lines 
enhance post-war potentialities. 





14 2.00 2.36 2.38 2.35 2.29 8514-12 44 - 


23% 413,- 267% 


Increasing industrial sulphur use lessens dependence 
on agricultural outlets but profit outlook somewhat 
clouded by prospective higher state taxes. 





15 0.94 3.79 4.55 4.53 3.44 140) -15'/2 WWI 


57 883,- 58 


Prominent position in plastic field aids already 
promising peace-time outlook. 





1113%- 6s 691/2- 


36% 69Y2- 36% 


Natural gas now most profitable line but revival 
carbon black sales expected with growing synthetic 
rubber industry. 


+ 





17 0.47 D 0.75 1.06 2.14 5.30 2435/e-13%4 435- 


13V2 39Va- 14 


War volume large. Chemical developments likely off- 
setting factor to revived post-war competition in 
alcohol line. 





1162. 3 39/4- 


10 38/2- 22 War business should continue considerable while 


broadening chemical lines constitute favorable long- 
term factor. 





split-up. (g) 1930-32 range. (h) Year ended March 31st. 


Key to investment ratings: A-- Top Quality. A High Grade. B Good. 
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found, due to war time pressure for fast big volume 
output. 

So the plastics business after the war seems des- 
tined to become the really big business that its 
sponsors have foretold for it for a long time. Leaders 
in the field are Carbide, Du Pont, and Dow followed 
by Hercules Powder and Monsanto. Eastman Kodak 
and Celluloid specialize so far in the cellulose types 
of plastics. 

One of the outstanding factors in the future of 
the chemical industry is that it is now primarily a 
maker of raw materials for industry and not just a 
maker of processing materials for natural raw ma- 
terials. It is obvious what this will do to the sales 
volume of chemical producers. 


This is, of course, a trend that has been gathering 
momentum for some time, but again war has speeded 
up the process much faster than could have been 
done under peace time conditions, when much of in- 
dustry is reluctant to change its consuming habits. 

Rayon was the first of the major chemical raw 
materials to be a real factor in competition with 
natural raw materials. Plastics came next but have 
been slow in developing the sort of volume seen in 
the rayon trade. Now added to these we have syn- 
thetic rubber and magnesium, both products of the 
chemical industry and both produced in enormous 
amounts. The chemical industry on a smaller scale 
is also widening its hold on the paint industry and 
is also beginning to take an interest in synthetic 
soapless “soaps.” 

When the chemists confined themselves mainly to 
the processing chemicals they did not touch the con- 
sumer very closely but in the last five years as more 
and more of their output has been turned to making 


Market Record of 
Chemical Stocks 
vs. the Market 
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actual raw materials, they have become more and 
more interested in consumer goods. 

Du Pont with its rayon, paints, cellophane and 
nylon has a surprisingly large stake in consumer 
goods. Union Capbide is becoming a close second. 
Even Allied Chemical, old line producer of heavy 
“chemists chemicals” sells fertilizers and insecticides. 

More consumer goods business not only means 
more volume for the chemical industry, but also 
probably wider margins of profit. Profits are norm- 
ally and justifiably larger on goods that are close 
to the finished product, and which require more 
processing, than on bulk industrial materials. 

In spite of the large chemical war plants that 
have been built to make explosives, the chemical in- 
dustry today, curiously enough, is probably under 
built. War. time shortage of materials has meant 
that no new plants could be put up unless their 
products were urgently needed for war goods. As a 
matter of fact, even some of the urgently needed 
plants, for synthetic rubber for example, have had 
long delays in obtaining materials. But there are 
any number of products new ones and old ones, that 
the chemical industry would like to make if it could 
get priorities to build plants. 


Post-War Plant Expansion Likely 


Commercial Solvents wants a new nitro-paraffin 
plant, Eastman Kodak wants a large cellulose ace- 
tate plant, to mention just two of many examples. 

So it is entirely possible that the chemical indus- 
try after the war, strange to say, instead of being 
overbuilt, may find that it is faced with a major 
expansion program to make a number of new mate- 
rials and to get more capacity for older ones. 

This is apt to bring the industry up against some 
financial problems. Although chemical companies as 
a whole are in strong working capital position, they 
have not been able to build up cash during the war 
period of expanding sales and high taxes. Few of 
them actually have any large extra cash reserves 
beyond their normal safe working capital needs. 

Consequently there is apt to be a good deal of 


‘new chemical financing in the year or so following 


the war. Since the industry is still very much in the 
“crowth” classification, it must keep in liquid con- 
dition. Although there is apt to be a slump in de- 
mand temporarily while the rest of the nation’s 
industry is changing over from peace to war, the 
chemical companies facing big business ahead of 
them, cannot tie up too much cash in fixed assets. 
New plants therefore must probably be built with 
new money. 

As for the prospects of the various companies in 
the group, all will of course share in the post-war 
prosperity that the industry expects. The two 
largest companies, Du Pont and Union Carbide have 
probably also the brightest future. 

Du Pont has a major money maker in nylon alone 
which so far has just made a beginning in the 
hosiery and brush bristle field, leaving its other 
varied textile uses untouched. Du Pont is the most 
versatile producer in the industry, with the largest 
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output of consumer goods and seems assured of a 
new high in peace time sales after the war. 

Union Carbide’s position rests on the fact that 
it is the largest factor in the plastics industry, a 
leader in petroleum chemistry, and a leader in ferro- 
alloys, which will continue their growth over the 
long pull, even if the steel industry has its slumps. 

Dow’s future also lies in plastics and petroleum 
chemistry, with magnesium a possible source of 
trouble in the near future, but of long term profits. 
Hercules Powder is coming into its own with the 
development of naval stores into large volume or- 
ganic chemicals. 








Monsanto, while not as strong in the plastics field 


‘as some of its competitors, has been benefitted by the 


erection of a large styrene plant for the synthetic 
rubber program. Styrene besides being a rubber 
material is one of the best and fastest growing 
plastics for the electrical industry. 

American Cyanamid is becoming a leader in the 
production of synthetic drugs, with a basic position 
in the sulfa drug field and also has several import- 
ant chemicals now going into war production which 
should have large peace time development. One of 
these is acrylo-nitrile which is a material for buna-N 
synthetic rubber. 





Part Il 
Market Status of Chemical Stocks 


BY 


D ssiiiiibin stocks have long enjoyed a privileged 
market position. It has been asserted that it is wise 
investment policy to pay a premium for them as 
against other industrial stocks with similar records 
of earnings per share over a series of years. Yield 
is considered a minor factor as against the capital- 
ization of growth factors. Obviously, if an industry 
is going to treble its profits within a decade, and if 
this prophecy seems founded in fact, then the in- 
vestor is justified in paying such a premium. Is 
this the case with chemical stocks, or rather, with the 
leading chemical stocks in the more progressive 
aspects of the industry? 

With respect to sheer physical production, chemi- 
cals have outdistanced the average of manufactur- 
ing industry. Leaving out the temporary distortion 
of war factors, and taking good years with bad on 
an ordinary peace business basis, we find that from 
1919 to 1929, on a general industrial upcurve, chem- 
ical production rose from 52 to 100 whereas general 
manufacturing gained from 61 to 100, the chemical 
rate being nearly a third better in percentage 
growth. From 1929 to the second peak of pros- 
perity in 1937, chemical production rose from 100 
to 124 where general manufacturing had gained but 
3 points. It also showed greater resistance to de- 
pression. By 1933 general manufacturing had de- 
clined 37% from 1929 but chemical production had 
merely fallen 16%. 

This superiority in the chemical industries, 
though, was not uniform. Explosives actually de- 
clined 7% from 1929 to 1937, charcoal derivatives, 
57%, salt, 3%, linseed and cottonseed products, 
about 15%. Certain chemicals gained less than 
ordinary population growth; among these were tan- 
ning and dying materials, up 1%, fertilizers up 
6%, wood distillations, up 1%. Paints and var- 
nishes, up 9%, gained just about as much as popu- 
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lation. The spectacular performers were rayon 
products, up from 100 to 310, compressed gases 
from 100 to 138, glue and gelatin products, 100 to 
139 and carbon black 100 to 133. 

But these are not what most investors think of 
when they hear the word “chemicals.” They think 
of that large miscellaneous grouping, such as hydro- 
carbons, acetic, hydrocholoric, nitric, phosphoric 
and sulphuric acid, ammonia products, the sodium 
compounds, coal tar derivatives, calcium chloride, 
calcium carbide, the ethyls, glycerins, sulphurs, and 
they think of their industrial expression, destined 
for the consumer market, in the shape of plastics, 
pharmacals, rubber products, new textiles, filmis, 
and substitute materials. This total category rose 
from 1929 to 1937 from 100 to 141, in a decade 
covered by depression almost throughout. Hence 
on sheer physical volume, investor preference has 
had a sound basis. 

On the score of value, too, whereas these miscel- 
laneous chemicals rose from 22.2% of the total 
physical production of the industry to 25.4%, their 
value rose from 21.6% to 27.1%, so that they en- 
joyed a higher profitability relative to the entire 
group. 

How have these undoubted gains been translated 
into profits? Earnings applicable to the 19 chemical 
companies, leading in their field, after taxes and 
interest and depreciation, were 158 millions in 1929. 
At the depth of the depression, in 1932, they still 
produced a profit, as a group. They earned 48 mil- 
lions for their stockholders. By 1937 they surpassed 
their peak in the former boom: their profits were 
169 millions. After a drastic drop in 1938 to 101 
millions, they rose to 162 in 1940, still above 1929. 
Later data is distorted by war and is based on 
assumptions that may (Please turn to page 328) 
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Whats Ahead for the Bond Market? 





HIGH GRADE U5. SPECULATIVE ISSUES 


= that is highest-grades, BY J. S. 
are practically at top prices for 

several decades. The average 

yield on corporate securities rated AAA, has sunk 
to 2.73%. In 1936, during the business highpoint 
of the decade, these bonds yielded 3.24%, in 1930, 
at the beginning of depression, 4.55%, in the flush 
demand of 1926, 4.73%, and at the beginning of 
recovery in 1923, 5.12%. 

In a sense this is part of the long term cheapening 
of loan capital. Despite great interim variations, 
the fundamental fact is that the finest corporate 
bonds yielded 7.5% in the Civil War decade, 7.3% 
in the depressed Seventies, 6.0% in the upswinging 
Eighties and about 4.9% in the mixed Nineties. 

This trend is not confined to seasoned invest- 
ments: it applies equally to new capital. In 1921 
new capital was raised by high-grade companies at a 
cost of 7.23%. By 1930, despite depression, it cost 
merely 5.17%, and by 1940, 3.10%. No inter- 
mediate situation, whether boom, panic, reflation or 
war, has seriously modified this tendency. What 
wonder, then, that many economists consider the 
trend permanent and look for a consistently lower 
tendency for yields on bond investments? 

Forty years ago, Landry, a cold-blooded French 
economist, in a period of good interest rates, pre- 
dicted, amid the laughter of economists, that the day 
might come when a surplus of capital begging for 
investment might be glad to pay a premium for 
safety rather than expect a return. Current bank- 
ing deposits already pay nothing: checking accounts 
are subject to minimums and to “analysis” debits. 


RAILROAD BONDS BY RATING GROUPS 


WILLIAMS 


The return on short-term Treas- 
ury bills for the bankers barely 
pays for the clerical work of in- 
scribing and accounting for the investment, to say 
nothing of overhead and management costs. Even 
the Treasury 7gths, due in seven months, pay merely 
.69% per annum and the 1’s, due March 15th, 
1946, a mere 1%. The history of finance records no 
lower yields. 

The velocity of this tendency is also disconcerting. 
Between April and June, the new 214s, fresh from 
Mr. Morgenthau, both long-term and taxable, are 
already at a premium. In this upward move, the less 
meritorious bonds are also advancing. Bonds rated 
“A” (that is the minimum quality for bonds whose 
security of principal and interest is such that their 
price is governed mostly by the interest rate), are 
now at 3.11%, and these are not always very choice! 
The spread between AAA and A bonds is steadily 
narrowing. In 1936 it was .78%, now it is 38%. 
In 1923 it was 1.05%. The investor, in other words, 
is being driven to accept gilt-edged yields on lesser 
quality if he is to receive any income at all. 

A “bond” is not easily classifiable. To speak of 
“bonds,” is like speaking of the spectrum. It shades 
all the way until at certain points it results in dif- 
ferent colors. AAA bonds are in effect governed by 
the abstract interest rate. AA’s are nearly so, but 
earnings and assets are scrutinized. A’s depend for 
their price, partly on interest rates and partly on a 
nervous valuation of trends in the issuing corpora- 
tion that might injure earning power. 

On the other end of the spectrum, speculative 
bonds have another color. They have 
nothing to do with interest rates. 
They are subject to the same laws as 
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go higher until they yield less than 
4%. But during the 1929-1942 era, 
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despite the steadily lowering yields on 


i bonds, stocks did the most astonish- 
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ing things: their yields rose from under 
% to 8 and back again, in long ° ene 
47% . 70 : regi Ws ae Ten Bonds in Good Position for Long-Term 
swings, while high grade bond. yields A cati 
pretty consistently declined. Stock yields, ppreciation 
of course, are the side-issues of public — — 
raluation of the future earning power of a prsnncrst 
siencnuameneer . SI Atlantic Coast Line, 41/25, 1964 ......ccsssssssesseessseees 71 6.33% 
corporations, whereas high-grade bond Cleveland nion Terminal, 1st SF 5s, 1973 ............ 82% 6.04% 
. menene dee neniian: ok aammwe tox Great Northern, 374s, 1967 rT) 4.21% 
yields ew a ou aril: ell Same Gulf Terminal Co., Ist 4s, 1957 ~.............. 89 4.47% 
income, W ithout any consideration of pos- Illinois Central, Ref. 4s, 1955 5812 6.83% 
sible profit from business expansion. One Kansas City Seuthers, 3h, ee 72 4.16% 
a J oa £ fh. oa ouisiana an OSs BO e BRU ciicstscsccrscoteccicseeens 891/2 5.52% 
seeks a reward for thrift: the other for Nashville, Chattanooga & St. Louis, 4s, 1978 ...... 80'/2 4.98% 
risk. These are not comparable, nor re- New Orleans, Gt. Nor., 55, 1983 -.....:c.scesceccsssesseeees 90 5.50% 
lated except in the vaguest way. Southern Pacific, Rfg. 4s, 1955 85 4.70% 
Many questions can be put. Why are = 
vields so low? Will the need for cheap 


money to finance the war make them 
stable for a long time? Will yields ever = 





8 e ° . . = i i Y. 
improve or is this tendency irreversible, — Dotvolt River & Teamel. let re OI iss ctcini o7Me 462% 
peace or war? If high-grade bonds are Great Northern, 42s E, 1977 97 4.64% 
limited in appeal, which bonds with ee pe eager oy Lo Oy 95 4.21% 
: ae . an . . 40° 
mixed characteristics can give a decent N.Y. Chi. & St. L., Refi dua, 1978 "9% 5.69% 
vield and have some chance for apprecia- Pennsylvania R. R., Deb. 41/25, 1970 .........-cnseseeeeene 95/2 4.70% 
tion? Southern Ry., General 45, 1956 .............:ccssseseeee 78 5.12% 
ad : Western Maryland, Ist 4s, 1952 .............::sscceseeeees 89%, 4.44% 
Yields have been low because of the Western Union, 41/2s, 1950 964 4.67% 
enormous pressure of savings as against = 





Ten Bonds with Yields Above Average 
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comparatively limited investments. The 
reinvestment of capital into new plant, 
into extensions, new processes and machines, has 
never been lower in relationship to savings available, 
than from 1930 to 1940. This phenomenon is 
world-wide. In addition, a cheap money policy, de- 
liberately fostered by the British Treasury in the 
1931 conversion, and aided by theoreticians who 
have touted this remedy everywhere, has emphasized 
the already dominant surplus of savings. 

As the world moved from civilian production to 
relief schemes and then to armaments and lastly to 
war, the net surplus of savings has grown, and with 
the manufacture of bank credit to effectuate govern- 
ment financing in war, it has become even more un- 
wieldy. Psychologically, too, it is scarcely possible 
for a government to permit any marked increase of 
yields on governments during a war where it must 
ceaselessly call for fresh subscriptions. 

Hence the pressure of investment funds has 
caused savings bank interest to decline for the most 
part under 2%, first mortgage money to under 4% 
in choice cities, and commercial advances to be had 
for the asking. But if the government proposals to 
soak up surplus income by withholding taxes, by 
popular loan subscriptions, and, failing that, forced 
loans. are implemented, then the savings surplus 
may vanish, and corporate bonds fail to be aligned 
with government yields. 

There is no parity between a loan made under 
social pressure or legal compulsion and one made 
with an eye single to yield. If the Treasury pro- 
gram absorbs fresh savings and calls upon the entire 
reservoir of surplus capital by the summer of 1944, 
the institutional demand for corporate bonds must 
diminish. More than that, they may have to be mar- 
keted to provide liquid funds with which to buy 
governments. If the war goes on long enough this 
must happen. Hence corporate bonds would grad- 
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ually lose quality due to the heavier taxation on 
their earnings and also would be less demanded be- 
cause the government already absorbs all capital 
seeking a home. Towards the end of the last war 
bond yields suddenly shot up on private issues. They 
may be nearer that turn than we think, though it 
seems unlikely that this will take place before 
winter. 

The need of our industrial corporations for re- 
conversion and for re-equipment, and all the hazards 
of the transition, may also call for large-scale 
financing and hence, for the first time since 1929, 
equate the use for money with the supply of money. 
Foreign expansion must be sought and the drive 
for this outlet will come from low yields at home. 
What compelled Britain and France into finance 
imperialism were the abnormally low rates on money 
at home, which consistently declined from 1872 to 
1887, after which came the flood of investments 
abroad. That served to raise the money rates in the 
lending country, until a fair equilibrium was reached 
between placements at home and abroad. 

Risk capital must be forthcoming if the investor 
is to live at all. As things stand, if one averages 
government and AAA corporate bonds and mutual 
savings bank deposits (less taxation) the average 
investor today has almost no effective return on his 
money. Gradually, therefore, bond yields will in- 
crease and we must be near the top of quality bond 
prices. 

If tax exemption is ended (and that is not ex- 
cluded) then the very rich investors will find the last 
refuge for pure income gone. They may be driven 
to prefer risk capital in the hope that long term ap- 
preciation, when realized, will yield them more than 
mere safety can today. 

Low grade bonds have (Please turn to page 317) 
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By E. K. T. 


Commander-in-Chief is a title that will be heard with 
increasing frequency as the tempo of the Fourth 
Term Drive quickens. The strategy is to emphasize 
re-election of the constitutional head of the armed 
forces, de-emphasize the circumstance that this in- 
volves electing a President. Hardly a speech made 
in the past month by an Administration key man 
failed to refer to F. D. R. as the Commander-in- 
Chief: few noted he also is President. 


Housecleaning of Congress is the goal of the Amer- 
ican Federation of Labor with 238 members of the 





Washington Sees: 


His legion of personal friends wish it were 
otherwise, but the growing conviction here is 
that Secretary of Treasury Morgenthau, isn't 
measuring up to the needs of his office and may 
find it too unpleasant to remain. 


Under peacetime operation, backed by the 
overwhelming Congressional majorities his party 
enjoyed in the earlier days of his Secretaryship, 
Morgenthau led a happy, dignified existence. 
War multiplied his problems; time hacked away 
the New Deal strength on the Hill. 


The truth of the matter is that the Secretary 
does not have the confidence of Congress. 
Committee members no longer take the time to 
go into searching examination of Treasury pro- 
grams with him. The measure of a Cabinet mem- 
ber's "size" in Washington is whether Congress 
asks his advice on legislation or merely permits 
him to give it. 


One highly-respected person has dropped 
this suggestion: The Senate would confirm the 
appointment of Secretary Morgenthau as Am- 
bassador to London or Turkey if he wishes to 
follow in his father's footsteps. His acceptance 
would come pretty close to having unanimous 
approval with members of Congress and the 
important people concerned with Government 
financing." 


















House marked for defeat because they voted for the 
Connally-Smith Bill. Amusing aspect of the labor 
drive is the fact that seven members who voted 
against passage are on the “Dishonor Roll,” and 
four who supported the measure are not. 


Too Successful, think many members of Congress, 
was their campaign to discredit the Office of Price 
Administration. Those critics now have issued warn- 
ings against pressing the attack so relentlessly as to 
bring about complete collapse of O. P. A. Obviously 
falling short of expectations, the agency neverthe- 
less stands between regulated commodity prices and 
laissez faire. No matter how critical they may be, 
“viewers with alarm” don’t want the latter. 


Encouraging Note was the disclosure by the Com- 
bined Production and Resources Board that the 
United States and British Empire would reach June 
30 without dipping into minimum reserves en- 
visioned when the Board was created. Complement- 
ing this news, William M. Jeffers said the synthetic 
rubber production is proceeding at a pace fast 
enough to begin building stockpiles by the end of 
1943. 


Grade Labeling under government compulsion has 
the cards stacked against it. Boren Committee hear- 
ings are merely window-dressing for a report already 
tentatively agreed upon condemning moves in that 
direction and warning of speedy legislative enact- 
ments if they are not halted. Press, packers, and 
small business presented formidable opposition. 


Three Years Late, Washington has called in Bernard 
Baruch to advise on home front procedures, but his 
theories and existing practices collide on essential 
points and can’t be harmonized. There’s no inten- 
tion on the part of the planners to “swap horses” 
now. Baruch won’t be starting from scratch, how- 
ever. Since the beginning of the defense program 
he has maintained a staff of experts on industrial 
mobilization, involving an annual outlay of $100,- 
000—out of his own pocket. 
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John L. Lewis is being held responsible for the Connally- 


Smith Bill but . his union would suffer less through 12 application 
than would the C I O and the AF of L. 


ee ee ee) 


Lewis' strikes are formal affairs and the bill was pointed 
at wildcat walkouts. John L. can call out 530,000 members of the 
U M A at will, and he can send them back to the pits as readily. 
His is a relatively small, well-disciplined group brought up in 


the ways of unionism and obedience. His control is absolute. 
C I O and A F of L are less closely knit—the latter actually 


is a federation rather than a union. Each has thousands of members 


to whom unionization is new, an incident rather than the heart of 
their occupations. 












































Lewis can prevent strikes with the same ease that he can 
call them. Philip Murray and William Green have no such power in 
their individual offices. 

















Were the President to take over an operation and break a 
strike under the provisions “of the Connally-Smith Bill, it is 
ten-to-one he would be moving g& against his labor friends—C 10 
and A F of L—not the United Mine Workers. 


























Settlement of the mine wage dispute will remove the strike 
threat for a full year, the period of the agreement. In none of the 
plants organized © by the other labor unions can there be reasonable _ 
hope of a year's respite. 

















Talk of new and larger War Bond drives and higher taxes 
sent an amusing story on the rounds of Capitol Hill. Noting the 
high price charged for a silver fox fur, a matron invested in a fox 
ranch, Byes equipment, hired an expert to run ae then asked: 
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chee begin to a little sore." 








1919 and a total of ay billion dollars was raised. These Paekees 
required 18 weeks of concentrated work. In the three-week Second 
War Loan, 18-1/2 billion dollars, or 90 per cent as much as in the 


five “drives of World War 1, were raised. 


























5,000-or-less earning class. They'll have seven-eights of : ao, 
current income after taxes. Eventually, says the Treasury, 
"every person receiving income above the barest subsistence level 
will have to pitch in." 








And 100 billion dollars must be fed into the maw of war 
this year. Tax laws already on the books will ¢ produce 30 billions, 
borrowings through the sale of War Bonds have accounted for 25 
billions more. Ahead lies the obligation of raising 45 billions. 














Rationing of coal next winter is in prospect. Production 
lost through strikes and stoppages cannot be regained. Also, 
unloading of coal held in cars at destination points is proceeding 
too slowly. Failure to return cars promptly slows am pros 


























Mine stoppage June 1 gave opportunity to test a coal 
"freeze" ~ (customary preliminary to rationing) and it worked 














without hitch. Ickes halted delivery of 35 35,000 cars, held them for 








































several days and then permitted them to move to consignees. It was 
a "trial run" for what many believe lies ahead. 

















Merchant ship construction continues highly gratifying. 
U. S. Maritime Commission reports that the first five months of this 


year produced almost as many vessels as in the 12 months of 1942. 

















National celebration marked the attainment, last year, of a 
goal of three new ships a day. Thatfigure will be doubled—six “ships 
a ket the end of 1943. And only 35 companies are engaged in ship 
construction. 

















abs retail inventories have been liquidated from last 
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on the baka of pre-war ar relationship, the Department of Commerce 
finds. Current civilian industrial production is about 30 per cent below 
the final quarter of 1942. 





Unit prices have more than offset the decline in inventory, 
Commerce analysts reason. Should this trend persist, they say, retail 
sales may continue to rise, or at least to resist decline, for the 


duration of the war. ‘ 























Military production, exclusive of. aircraft, is increasing at 
the rate of 100 million dollars a month and will reach 21 billion 


dollars for the full year 1943. 











Yet, last month saw war production hampered by the most serious 
outbreak of strikes since e Pearl Harbor—man-days lost exceeded | the 
previous high of 675,000 with reports still coming in. 

















Labor unions have been given virtual veto power over hirings 
and releases coincident with establishment of the 48- hour week in the 
Steel industry. It establishes a precedent, with McNutt's benediction, 
which may become nationwide. He has ordered Regional Directors to 
approve no changes without consulting labor as well as management. 























Reports carried by an angry press in the Nation during the 
course of the International “Food Conference suggested a Somewhat 


ludicrous confab of overfed men discussing an abstract _ (to them) theory 
—an underfed world. 




















Actually the tangible results were few. Distributive and 
dietary faults, long recognized, were discussed and a permanent organ- 
ization effected. But the real value lay in the fact that 44 friendly 
nations sent delegates “to plan post-war in n other than military and 
territorial terms. 




















Of prime interest to private citizens whose press was not 
allowed to take them behind — the conference rooms doors was . the assurance 
by Chairman Paul H. Appleby of | the United States delegation: "One of 
the significant developments w was S the utter negation of the idea that 
the United States would be the p post-war Santa Claus." 
































Vegetable packers with a five million dollar subsidy from the 
Government to meet labor's wage demands have Solved their temporary _ 
problem, probably have given the nation a permanent one. 

















Now that the precedent is set, the subsidy device may be 
called into BAaT as as the best way out of an any vital wage Situation. 


It could get out of hand—the "easy wa y out" can “ean also prove the 
easiest | and quickest road to ruin. 
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—U. S. STEEL 


Lost Market Leader 


Comparison With 
Other Steel Companies 


BY 
WARD GATES 


i: two generations “Big Steel” was 
the star performer of the stock market. 
Until the rise of the automobile giants, 
it was by far the largest single indus- 
trial enterprise on earth. It had a pres- 
tige, marketwise, that has known no 
peer. It was designated as “X” on the 
tape: it was the one quantity, which, when known, 
gave meaning to the others. Nor was this high 
standing a mere whim. It controlled for a score of 
years one-half the production of iron and steel, the 
very foundation of heavy industry, in the most in- 
dustrialized nation. It was the quintessence of in- 
dustrial capitalism. 

From its motion, the impetus of the industrial ma- 
chine could be ascertained. Old-line investors and 
speculators still look for it first when searching the 
quotation board: London still asks for its quotation 
first in getting its bearings as to what the American 
market did. Yet, both in volume and in price range, 
and in correspondence of price with broad market 
movements, it is today well in the rear, and, to some 
extent, it is viewed by the younger generation as 
rather outmoded and certainly as being without the 
high promise of so many of the younger industrials. 

Its future is thought of as clouded and its present 
as mediocre. It sells at a low ratio to assets, a mod- 
erate ratio to earnings and has an above average 
yield. Even in its own field, it is thought not to 
equal such concerns as Alleghany-Ludlum, Inland or 
Rustless, for market performance. Like all giants, 
it seems too large to be nimble and adaptable. It 
has the “curse of bigness.” 

To get at the truths (or myths) hidden in this 
facile attitude, requires, to begin with, some com- 
prehensive knowledge of the iron and steel industry, 
as such. This industry is much less homogeneous 
than most investors think. In fact, its range of ac- 
tivities, and the differential analyses that they call 
for, are quite as impressive as in the more patently 
obvious consumer industries. 

The net income of the steel and iron group for the 
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THE STEEL INDUSTRY MARKETWISE 





Casting from an Induction Furnace in the 
Crucible Steel Co. Mill 


peace decade 1930-1939 was 417 millions, as against 
13,219 millions for 680 leading industrial corpora- 
tions. Its decade earnings were 140 millions less 
than in 1928-9, whereas industry, outside of steel, 
had made only 5,591 millions in those two boom 
years. Thus steel went down by about 81% in 
annual average earning power from high prosperity, 
whereas ordinary industry fell by 52% on the same 
basis. Steel produced a deficit in five of the ten 
years: these industrial corporations, as a whole, 
always made something, even in 1932. But, as soon 
as the defense program was initiated, steel in 1940 
and 1941 made 242 millions per annum, as against 
the 1928-9 peak of 278 millions per annum, whereas 
general industry averaged 2,313 millions as against 
a boom peak of 2,796. Steel was nearer its former 
earning power. The altogether abnormal 1942 
showing is not here in question, but earnings that 
have more direct meaning for civilian post-war pros- 
pects. The meaning of the war is to be found not so 
much in current per share earnings, as in plant 
‘apacity, advance and changes in techniques, direc- 
tions of demand, rise of substitute materials in com- 
petition and in the alteration of the long-term finan- 
cial structure of the iron and steel group. On a 
purely civilian business basis, then, it is clear that 
the iron and steel industry is harder hit by advers- 
ity, and rallies on capital goods replenishment more 
than the average for industry as a whole. 

Has this rather uninspiring earnings history oc- 
curred because steel is technically in arrears? Or is 
it primarily a result of a lower volume of produc- 
tion? Mass production industries are tied up with 
volume of production, because their capital invest- 
ment is gigantic, its upkeep large, and irreducible 
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costs form a high percentage of all charges. In 1929 
steel operations were at 88% of theoretical capacity, 
by 1932 they had sunk to 19.5% average, the low 
being under 15%. In 1938 they again sank to 
under 40%. 

An illustration that will make its overhead situa- 
tion clear is shown by the descent from the 1929 
apex to the 1932 trough. Billings declined from 
1,097 millions to 288, but the number of workers 
employed declined from 253 thousand to 164. That 
is, a decline of more than 75% in business, permitted 
only a third reduction in help. 

Since volume is decisive for steel operations be- 
cause of capacity and since capacity has been in- 
creased during the war, the investment market has 
looked askance at iron and steel stocks. It has 
argued that difficult enough as it was for the indus- 
try to thrive when it had a steel ingot capacity of 
77 millions, it must be still more difficult when it 
must cope with 97 millions, and perhaps 100 mil- 
lions, as the heritage of war. It did not then have 
to face the new magnesium and aluminum capacity, 
also heritages of war. Even if these metals take 
away no more than 3% of all business, as the steel 
optimists argue, it would still be equivalent to a 
falling off of demand of more than 3% from capac- 
ity, and so aggravate an already poor situation. For 
this basic reason, the glittering early war profits, 
and the still decent ones (even after shearing of war 
margins and tax clipping) have failed to impress the 
bullish-minded. The 1930-39 poor earning power 
has to cope with a fifth more capacity; for the pes- 
simists it spells years of deficits. 

This assumption is based on the analogy that 
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what happened in a decade of depression makes a 
pattern for what will happen after the war. But 
when steel uses are studied, this becomes doubtful. 
In 1929, farm equipment took nearly 7% of steel: 
it averaged about 3% in the 30’s. Present farm de- 
mand is increasing by leaps and bounds. The de- 
ferred demand for automobiles indicates an annual 
production rate about double that of the 30’s: that 
would add another sixth to steel volume. Construc- 
tion, we are assured by experts, should be double 
pre-war, and that would add another fifth to steel 
sales. Steel furniture has been gaining on wood, and 
refurnishing should do well. Consumer’s durable 
goods face a sharply increased demand: even if over- 
estimated, this should endure for years. The pre- 
war export market showed signs of revival: indus- 
trial needs abroad cannot be fulfilled by the ruined 
Ruhr. Shipbuilding, on the other hand, while it will 
be much less than in war, must certainly be larger 
than in the really minimal year, 1929. Aircraft must 
of course decline. Let us balance the picture. 


Recovery Possibilities in Steel Underrated 


If the possibilities for the recovery period 1945- 
1950 are even crudely realized, then the steel com- 
panies should show (including pipe line and railroad 
recovery orders, now reduced) that the various types 
of demand on the upside should be 40% more than 
in 1942, and on the downside (such as aircraft and 
shipping and ordnance uses) amount to a loss of 
25% of all production, indicating a gain of 15%. 
But such a gain would be impossible with present 
capacity. Hence, if capacity is at 100 millions, and 
if 3% more is deducted for competitive metals gains, 
we find that present capacity will not meet the situa- 
tion, and a 100% saturation for a few years is 
possible, if no new facilities are built. The industry 
always makes good money when capacity is over 
70% and excellent profits at 80% or over. It would 
be making unrivalled profits, today, if it were not 
limited by government contracts and war taxation. 
The problem may not reside, then, in overcapacity, 
except as a long-term factor. It might rather reside 
in how much of new government-provided capacity 
can be acquired economically to meet the need to re- 
stock automobiles, rebuild the nation, re-equip the 
rails and tracks, refurbish the oil industry, provide 
new farm equipment and satisfy the craving for 
household durable goods. If 75% capacity can be 
assured for a few years on an economic basis, then 
the iron and steel group have been undeservedly 
neglected, and U.S. Steel has been worse treated 
even than the group as a whole. The steel industry 
is not merely a war earner: it is a foundation of 
recovery. 


Has the steel industry earning power really been 
as small as the ostensible showing indicates? The 
U.S. Steel Corp. spent over 700 millions for plant 
between 1935 and 1942 and has another set of plans 
working that call for 130 millions more, at least. 
This giant began its career with 750 millions in 
watered stock, every cent of which was converted 
into the solid muscle of assets in the course of its 
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first thirty years: an implicit revenue of over $3 per 
share per annum. In 1942 U. S. Steel reported 
earnings of but $5.35 per share but its contingency 
reserves were $2.87 and it came into tax refund 
assets of $1.15. In 1941 it earned $10.45, but re- 
serves were put at $2.87 equally. In 1940, when de- 
fense was a consideration, but not a major source 
of operations, its earnings and reserves were $9.65. 
In other words, as soon as capacity rises over 70%, 
U. S. Steel is an excellent earner, and if a tithe of 
the prophecies of consumer’s backlog demands and 
construction estimates are realized, it should oper- 
ate at an average of well over 75% for some years. 

Its lavish reserve policy will then begin to tell. Its 
altogether pessimistic depreciation policy, which has 
ranged between $7 and $14 per share for many 
years, will be seen as the counsel of prudence, and 
the earning power of the too conservatively valued 
assets should shoot up proportionately. This policy 
of enormous reserves and depreciation allowances, 
and the liberal policy of plant extensions and 
modernizations, themselves answer the main objec- 
tions to steel investments. 


Steel Industry Progressive in Technique and Finance 


These are that a part of the plants are obsolete; 
allowed for in depreciation: That the lives of the 
iron ore deposits are diminishing and hence opera- 
tions more costly; allowed for in depletion policy: 
that the industry has been behindhand technolog- 
ically ; allowed for in extensions and new investment 
for variety production: that the earning power on 
an excess capacity must always be low ‘when there 
is no renewal of capital assets by industry: com- 
pensated by the long wave of post-war needs. ‘The 
ultimate picture is ‘not here in question: investor 
attitudes until 1950 are as far as can be taken into 
account with the knowledge we can possibly have. 
On this basis, a leader of this basic industry, like 
U. S. Steel, suffers undue investor disregard. 

It is commonly believed that steel and iron manu- 
facture is one of the crudest, most homogeneous of 
all, since it is a producers goods industry and hence 
not subject to adaptations to the multiple whims of 
ultimate buyers. For this reason, steel stocks have 
often been compared as though 
they were roughly similar in in- _ .,, 
dustrial character, and only their 
financial aspects, such as earn- 
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tive study of the stocks requires that the special op- 
erations of companies be appraised against the 
specific needs for their products in the post-war 
periods. 

Crucible primarily produces alloy steels, Bethle- 
hem, Jones & Laughlin and Youngstown, primarily 
heavy steels, U. S. “Steel, accounting for 35% of all 
production, is integrated with emphasis, though, on 
heavy steels. Leading light steel makers are Amer- 
ican Rolling Mill, and Inland National Byers con- 
centrates on wrought iron. Republic is a replica of 
U. S. Steel in diffusion, though not as complete. 
Rustless concentrates on stainless steel, with its 
special uses. U.S. Pipe & Foundry has half its pro- 
duction in cast iron pipes. 

But the differences between companies is no more 
significant than those within the industry itself. The 
low ratio of earnings to net assets made it essential 
to concentrate on operating economies. In the high- 
est period of prosperity, on a peace basis, the modern 
industry has even known, it made 5.1% average 
return on its investment (1919-28). In the next 
decade it made only 2.4%. Its average rate of re- 
turn, in peace, was thus about 3.7% ‘(cumulativ e). 
This showing was accomplished on ‘the lowest earn- 
ing ratio to “net assets of any industry except coal. 
Its profitability is a sixth of the automobile indus- 
try, on this basis. 


This is not due to excess capacity. Unless steel 
and iron capacity is in excess in slack periods, it 
would prove the bottleneck of recovery in times of 
upswing. Hence it must have this reserve, as a 
“give” for the economic system. The investor can 
only ask whether its operating economies are a long 
term offset to this need to keep surplus capacity 
available for general industrial expansion. 

The blast furnace is three times as efficient as be- 
fore the first war. Open hearths have three times 
the capacity they had a few years ago, thus sharply 
diminishing unit costs. But labor costs, when the 
industry is at or near capacity, cannot be econ- 
omized greatly, neither can the heavy transporta- 
tion costs, except by decentralization. Local taxes 
are costly, and are also irreducible, as per unit costs 
when capacity operations occur. Hence, although 
the steel industry bears (Please turn to page 326) 
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day one of the most varied of all 
industries as to adaptation to 
buyer’s needs. Hence a compara- 5, 
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= (a) Ratio of present prices to 1936-39 years given because of indicated peace earnings. 
(b) Working capital base year 1937 used as high point of decade earnings. 











Low Price Stocks 


Until recently this year had 
seen a one-way market for the 
great majority of low price stocks 
— the direction being upward. 
Now, however, the indiscriminate 
demand has largely subsided. In 
this price section, as in other sec- 
tions of the market, the perform- 


ance is more selective. We are 
glad to see this change. Low 


price stocks vary widely in qual- 
ity, promise and risk. It makes 
sense to analyze carefully on an 
individual basis. It doesn’t make 
sense to “play” stocks—of any 
price range as if they were 
merely paper counters in a 
gambling game. Yet a surprising 
number of otherwise intelligent 
people seem to apply a wholly dif- 
ferent standard of prudence and 
common sense in buying stocks 
than they do in buying a home, 
an automobile or shopping for 
clothing. 

Although some low price stocks 
will no doubt continue to meet 
with favor, the group as a whole 
—measured by our weekly index 
of 100 issues—looks more than a 
bit dubious at this writing. Those 
who bought in the closing months 
of last year now have good profits 
that can be cashed at a maximum 
tax of 25 per cent. Those who 
bought in January, the month in 
which the move in low price issues 
assumed dynamic proportions, 
will soon be in this position. Tax 
considerations, the availability of 
profits and watchful attention to 
summer war developments all 
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combine to make the market in 
low price stocks, and many others, 
much less of a one-way affair. 


Farm Equipments 


In the market’s additional rise 
from the March high in the aver- 
ages to the recent June high the 
farm equipment group was one of 
the outstanding performers. It 
has also held up well in such reac- 
tion as the market has had to this 
writing. A bull on farm equip- 
ments can cite the following argu- 
ments: (1) This is the first dur- 
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able goods industry in which re. 
conversion to regular production 
has already started, in the sense 
that output of war material is 
being scaled down here and there 
while restrictions on production 


of farm machinery have _ been 
eased and will be eased _ still 
further in all probability; (2) 


return to full production in regu- 
lar lines can be achieved with 
little difficulty as soon as the Gov- 
ernment gives the word; (3) Gov- 
ernment policy calls for a big in- 
crease in farm acreage in 1944; 
(4) domestic and export demand 
for farm equipment will not only 
be very large after the war but 
will develop promptly after the 
defeat of Germany; (5) although 
these stocks have had a large rise, 
from absurdly low levels in the 
spring of last year, most of them 
are still priced at only 10 to 12 
times earnings per share of the 
past year. Against this the 
skeptic can make the following 
reply: (1) Conceding an above- 
average post-war volume pros- 
pect, these stocks have risen from 
40 to 70 per cent this year alone, 
with the exception of the less 
volatile International Harvester 
where the gain has been about 20 
per cent. The group may be 
technically vulnerable and hardly 


Westinghouse 


Obviously, you are looking at small bombs—but not for war. 
These are Freon _— being filled with the freezing liquid 
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refrigerators do their work. 
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could be immune to any 
general market: reaction 
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year probably will be  [izaaaaE 
somewhat lower than for 

1942; (4) post-war prospects 
may look less rosy—marketwise— 
as we get closer to them; (5) cur- 
rent dividend yields on_ these 
stocks now range downward from 
about 5 per cent for the most 
generous to less than 314 per cent 
for others; this is too low for 
cyclical, speculative stocks. Well, 
there are the pros and cons. You 
“pays your money and takes your 
choice.” 





Briggs & Stratton 


For twelve months ended 
March 31, Briggs & Stratton 
Corporation earned $5.57 a share, 
compared with $3.35 in the pre- 
ceding twelve months thus 
maintaining an earning power 
close to the $5.95 shown for the 
calendar year 1942. The com- 
pany makes portable gasoline en- 
gines and such automobile prod- 
ucts as locks, ignition and light- 
ing switches, oil filters, a trans- 
mission unit, ete. Considering the 
character of the business, the past 
earnings record has been rela- 
tively good and the dividend 
record excellent. Over the de- 
cidedly irregular period since 
1929, smallest dividend paid was 
$1 per share in 1933. Over the 
8-year period since 1934, the 
dividend has been $3 a year — 
even in the depression year 1938 
—with the exception of $3.50 
paid in 1937. Net of just under 
$6 a share last year reflected 
benefit of heavy war volume. On 
regular lines, the company earned 
an average profit of $3.41 a share 
during 7 years 1935-1941, the 
highest figure being $4.29 in 
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The "Ups" and "Downs" 























1937 and the lowest $2.16 in 
1938. Sole capitalization is 297,- 
000 capital shares. Balance sheet 
indicates a reasonably comfort- 
able financial position. The stock 
seems to have a habit of neither 
going up as much, or down as 
much, as the general market 
characteristic not without some 
appeal to conservative specula- 
tive-investors to whom dividend 
yield is important. The bear mar- 
ket low early last year was 26; 
the present price is 41—yielding 
7.3 per cent income return—and 
the previous bull market high, 
made in 1936, was 69. The range 
this year to date has been 43°4— 
33. In view of absence of previous 
speculative splurge, good earn- 
ings and good yield, this stock 
probably would show considerably 
less than average vulnerability in 
the event of market reaction. 








Retail Trade Prospect 


The strong performance of 
merchandising stocks indicates an 
investment consensus either (1) 
that the nearby heavy payroll de- 
ductions for the withholding tax 
will not importantly reduce trade 
volume; or that (2) even if it 
does, other considerations justify 
bullishness on these stocks. Prob- 
ably most prominent among the 
“other considerations” is_ the 
“good post-war prospect,” for 
this is a bull market founded 
basically on peace psychology. 
Since we will so soon have a 
factual demonstration of the 
effects of the withholding tax, we 
prefer to wait and see; and we 
don’t feel very opinionated at the 
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moment. We have a feeling, how- 
ever, that some of the more popu- 
lar merchandising stocks—Sears, 
for instance are discounting 
their post-war future a rather 
considerable distance in advance. 
At this writing the technical 
trend indications for the near- 
term stock market are indecisive. 
The reaction that we have had so 
far from the June average high 
may prove just another trifling 
interlude in the bull market—on 
the other hand, it may develop 
into a fairly extensive phase of 
decline or irregularity. The 
answer to which it is to be prob- 
ably will be a more decisive factor 
on near-term prices of merch- 
andising stocks than external 
considerations. 





Chesapeake & Ohio 

Under all sorts of general bus- 
iness conditions since 1929, the 
earnings and dividend record of 
Chesapeake & Ohio has been re- 
markably good and remarkably 
stable. Everyone knows that, in 
investment quality, this is one of 
the few “top” rail equities. If it 
were not a rail, its investment 
prestige and popularity—also its 
price-earnings ratio and yield — 
would equal those of General 
Foods, General Motors, Procter 
& Gamble, American Can and 
many other favored industrials. 
Because it is a rail, present price 
om 
the year’s low—still affords a 
yield of about 8.1 per cent on the 
$3.50 dividend. Smallest dividend 
paid was $2 in 1938; and average 

(Please turn to page 318) 
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Kaufman 


Four busy freight trains leaving the 
downtown Illinois Central Terminal, 








BY PIERRE 


I. Wortp War I, the rails as measured by the 
Dow-Jones Average, rose from a low level of 87.40 
at the time of the reopening of the Exchange in 
December, 1914, to 112.28 in October, 1916; then 
declined sharply when Government controls were 1n- 
stituted subsequent to our entry into the war in 
1917, reaching a low of 70.75 in December of 1917, 
from which a recovery set in culminating in May, 
1919, when the averages reached 91.13. 

Up to this time the rails had more or less par- 
alleled the movement of the Dow-Jones industrials 
but the latter left the rails at the post, so to speak, 
in advancing sharply until the Fall of that year, 
while the rails were declining sharply. Both av- 
erages moved more or less together, however, in the 
post-war period, rails rising from 65.52 in June, 
1921, to 189.11 in September, 1929. In this 8-year 
period there was no serious major reaction in the 
rail group. 

Be it noted that the rails experienced an amazing 
post-war rise—greatest since the Dow-Jones Av- 
erages were instituted in 1885, despite problems of 
great magnitude confronting them (though not, to 
be sure, to the same degree as either the industrials 
or utilities). For, under Government operation 
during the war years, the rails were returned to pri- 
vate ownership in straitened financial circumstances, 
with equipment run down, so much so that the in- 
dustry subsequently had to spend over $10 billion 
for rehabilitation of its roadbed and equipment 
(without which expenditures the rails could not have 
met the stupenduous traffic demands imposed on 
them in World War II). 

This technical background is provided for in- 
vestors since railroad equities have been and are 
still considered in the category of “war babies,” and 
possibilities of an approaching end to the current 
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conflict—though its exact termination is still unpre- 
dictable—raises the question not only whether or not 
all rail equities should be sold, but also whether rails 
should be bought, in the expectation that these issues 
are likely to duplicate their 1921-1929 experience. 

That the rails are likely to experience an 8-year 
rise of the extent of that of 1921-29 seems highly 
improbable. Even the most rampant “bull” on rails 
is not likely to share such views. For since 1929 rails 
have lost their monopoly transportation position and 
are still struggling from a heavy debt burden in- 
herited during the industry’s monopoly era. Addi- 
tionally, they have been beset by new transportation 
competitive agencies, chiefly trucks and waterways, 
adverse influence of which made themselves felt not 
so much by the amount of traffic taken from the rails 
as by pressure exacted on rates. For it is statis- 
tically demonstrable that had rates remained the 
same throughout the 30’s as in the late 20’s, the 

rails could in all likelihood averted the credit crisis 

of the 30’s and most, if not all, of the large reor- 
ganizations could have been averted. These low 
rates have since been maintained, with little prob- 
ability of permission being granted the rails to 
charge higher rates all factors consider ed, therefore, 
it seems unreasonable, to say the least, to expect a 
major bull market in rail equities, even among those 
of the reorganization carriers. 

These competitive factors are still present with 
us. Yet there are signs that the market has as yet 
not taken cognizance of a fundamental change 
occurring in the transportation industry in the late 
30’s when I.C.C. regulation of all transportation 
media began to be effective. Trucks, the chief com- 
petitor of the rails, no longer provide a major 
threat. In fact, the operating ratio of all trucking 
companies in the period 1939-42 averaged 98% 
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(68.8% for the rails) and trainload rates inaug- 
urated by the Illinois Central may prove the answer 
to the non-economic inland waterways competition. 

With these added factors to be considered, while 
admittedly no major bull market is in prospect, the 
question can properly be raised as to whether rail- 
road equities are too high, and whether as a conse- 
quence they should be sold in anticipation of a 
duplication of the experience of the 1930’s when 
rail equities declined some 93%, or from 189.11 in 
1929 to 13.23 in 1932. Even recent May levels of 
37.31—high level of the current recovery which re- 
flects war influences—represents a decline of over 
80% from the 1929 peak. 


The Question of Cash 


The answer would seemingly lie in the length of 
For should the conflict with Germany 
terminate this fall, as believed possible by some ob- 
servers, and the Japanese remain unconquered until 
1944, the roads would obviously be unable to build 
up as much cash as would be the case were the Eu- 
ropean conflict extend well into 1944 and that with 
Japan into 1945. The importance of rising cash 
can scarcely be over-emphasized, since rising cash 
may permit of substantial retirement of debt, there- 
by re-establishing some measure of value to many 
rail equities particularly of the marginal or border- 
line class. 

Admittedly, the rails have been war beneficiaries. 
Traffic volume is heaviest in history. Gross revenues 
have risen sharply. Operating expenses have not 
risen proportionately to the increase in gross. Ac- 
cordingly, combination of heavy traffic volume and 
satisfactory control of expenses has resulted in de- 
cline of operating ratios, with resultant increase in 
net operating income. Cash has mounted sharply 
to highest levels in history and despite heavy tax 
burdens, net operating income has risen to levels 
even greater than in 1929, previous peak year. Ad- 
ditionally, the rails have instituted a policy of vig- 
orous debt reduction so that fixed charges, including 
charges on the 20-odd reorganization rails as now 
proposed, will in all likelihood have been reduced 
from $700 million in 1929 to between $350 and $400 
million by the end of 1943. All of these factors are 
highlighted in the accompanying table wherein sta- 
tistics show the extent of the recovery in gross and 
net since 1938, improvement in fixed charge cover- 
age, best since 1929) and threefold increase in cash 
co-incidental with an equally large percentage rise 
in the tax burden. Additionally, increase in operat- 
ing efficiency is reflected in the sharp decline in 
operating ratios. In the face of such data, which is 
generally known and recognized by investors, the 
market has not attempted to appraise railroad earn- 
ing power over-optimistically during the current 
war period since the railroad average at its recent 
high stood at but slightly over 50% of its 1937 
peak, despite a much stronger fundamental and 
financial position for the industry as a whole and 
most individual carriers as well. 

Does the failure of the market to reflect the im- 
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provement indicated suggest that all rail equities 
should be sold? Does the market by its technical 
action suggest that railroad earnings are in the 
process of establishing a peak for the war period, 
that notwithstanding the probability of an increase 
in ton miles of at least 20% for 1943, such increase 
will be more than offset by (1) the rescission of the 
1942 rate rise for 744 months; (2) increase of 
eight cents an hour in wages of non-operating em- 
ployees, and (3) sizable increases in taxes, with 
many roads having exhausted their EPT credits 
in 1942? 

Admittedly, such are the facts. But before sug- 
gesting that all railroad equities should be sold, let 
us recognize that a fundamental change in transpor- 
tation occurred in the period 1936-1939 coincid- 
ing with the control over all transportation media by 
the ICC, and that operating savings arising out of 
sizable expenditures on roadbed (relaying heavier 
track, eliminating curves, etc.) and new equipment, 
new signal devices, etc., are likely to be carried over 
into the post-war era. 

Additionally, let us not overlook that roads op- 
erating in agricultural territories will become bene- 
ficiaries of a probable fundamental change in AAA 
policies. Few will deny the likelihood of the United 
States becoming the granary of the world for sev- 
eral years following the peace, which must of ne- 
cessity, or at least so it would seem to us, be trans- 
lated into a reversal of an agricultural economy of 
scarcity into an economy of plenty, or maximum 
production. With one-third of total revenues of 
roads operating in agricultural territories, it is ob- 
vious the extent to which these roads depend upon 
the transportation of agricultural produce. Any 
increase of agricultural production must result in 
greater farm income, in turn followed by a general 
stimulus to trade which makes itself felt in increases 
in traffic volume of those roads operating in such 


The Long-Term Market Background of the 
Dow-Jones Rail Average 
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territories. One should also bear in mind that fol- 
lowing World War I many war industries were 
transformed into permanent peace-time industries. 
There seems to be no reason why this precedent 
should not be duplicated subsequent to World War 
II. Both the Southern and Pacific Coast territories 
are likely to be major beneficiaries of this develop- 
ment. 

Further, it is generally admitted a period of gen- 
eral prosperity for at least several post-war years 
seems certain. The 10 million soldiers now in uni- 
form will need civilian clothing when the war is 
over; new furniture, household equipment, radios, 
kitchen equipment, etc., will have to be produced to 
supply either new homes for war-brides now living 
with parents—or for new homes for post-war brides 
of returning soldiers. Most important, however, is 
the addition to our economy of some 35% to our 
plant capacity, some $15 billion of new factories 
having been built during this current war period. A 
substantial proportion of these factories will be 
transformed to permanent peace industries subse- 
quent to the war. World War I experience has fur- 
nished us a precedent. New products, including 
synthetic rubber, unbreakable glass, non-inflam- 
able wood, to mention but a few products emerging 
from the laboratory, new motors rendering old 
motors obsolete due to development of new fuels; 
development of mass housing (prefabrication) pos- 
sibly at prices of from 20 to 40% below those of 
5 years ago, all of these products and more should 
provide a stimulus to our economy. It should be 
recognized that should a mass housing boom develop 
—as we anticipate—needs for new furniture and 
rugs as also a host of products would multiply 
manyfold since the average housewife wants every- 
thing new for her new home. Parenthetically, out 
of America’s 40 million homes, one-third or 13 mil- 
lion are over 50 years old and badly need replace- 
ment. Pent up demand for automobiles alone should 
keep Detroit busy producing 5 million cars for 4 or 
5 years at the very minimum. 

If I am correct in the assumption that a period 
of excellent post-war years is in prospect, it follows 
that the railroad industry would benefit, for those 
years at least, in that it would transport a volume 
of freight far in excess of the 30’s. This volume of 
traffic in turn should permit the industry to cover 


its new reduced fixed charges at least twice, and per- 
mit of earnings to percolate down to the equities, in 
marked contrast to the experience of the industry 
in the 30’s. 

Still further, one should not lose sight of the 
effect of the cushion afforded the rails by large sums 
paid to the Federal Government in the form of taxes, 
when the inevitable contraction in gross revenues 
takes place upon conclusion of hostilities. Lastly, 
one cannut overlook the incidence of cash. In our 
discussion of Southern Railway (May 1, 1943, 
issue) we emphasized that this road might well be 
able to reduce its outstanding debt to $200 million, 
thus re-establishing its credit. This financial im- 
provement, taken in conjunction with the favorable 
long-term secular trend of the territory served, 
might well permit the Southern to earn between $3 
and $6 per share in the post-war period. Since earn- 
ing power of the rails is likely, at that time, to be 
appraised by the market at ten times earnings, 
Southern would not appear to be selling at levels 
too high in view of its favorable long-term pros- 
pects. 


Debt Reduction 


In like manner, in discussing Southern Pacific 
(May 15, 1943, issue) we emphasized how the in- 
cidence of cash might well permit reduction of debt 
to the extent of some $200 million and with this 
accomplished, post-war prospects might well permit 
of earnings of between $4 and $6 per share thus not 
only justifying current quotations but even sug- 
gesting that the stock is in a buying rather than a 
selling range for longer-term purposes. 

Yet, it must be recognized that gross revenues 
which have risen (see table) from $3.5 billion from 
1938 to almost $7.5 billion in 1942 (probably $8.2 
billion in 1943), will in all probability contract 
to between $5 and $5.5 billion in the post-war era 
despite prospects for good business volume for a 
series of years. Full brunt of this contraction will 
of necessity fall on rail equities. This, taken in con- 
junction with the psychological jolt which the mar- 
ket will be forced to absorb when clear-cut evidences 
of peace are in evidence, does warrant issuance of 
a warning signal at this juncture. 

But this cautionary suggestion must be tempered 
with some measure of selectivity 
and discrimination. All rail 











Long Term Financial Record of All Class 





1937 1938 1939 
Oper. Revenues (mill.) . 4166 3565 3995 
Net Oper. Income (mill.) 590 373 588 
Fixed charges (mill.) . 646 626 629 


Coverage (times) oo y 0 . 
Fixed charges (mill.—adjusted) (a) 350 350 350 350 
Coverage (times) 3. 





Tax accruals (mill.) ... 396 325 340 355 
Operating Ratio % ......... vA.7 74.9 76.3 73.0 
Return on Investment % 4.84 Zag 1.43 2.25 
Cash Items less Cash 

Accruals (mill.) . ................000008 481.2. 282.8 351.5 474.5 


* As of February 28, 1943. 


pending. 








(a) Adjusted to reduction of charges of $25 million in 1942, estimated reduction of $50 
million in 1943, and reduction of charges of from 60% to 100% in 20 reorganizations still 


equities are not alike. As we see 
it, there are four different types 


t Railroads of equities. First are the high 


= grade equities, the Pocahontas 
4296 5346 7466 .. i 
682 998 1480 coalers and the Union Pacific 
618 620 628 . . . . 
1510 1.60 2.35 (paritally oil). Despite high 
i itt ae EPT, these companies are grad- 
ae as ually building up cash, and the 
2.59 3.75 5.56 roads will emerge from the war 
597.3 806. 1254* period with either less debt out- 


standing, or greater cash re- 
sources, so that an already 
strong fundamental position will 














have (Please turn to page 322) 
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CONGOLEUM-NAIRN INC. 


Six Sound Low-Price Stecks for Appreciation 


COMMONWEALTH EDISON COMPANY 
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BUSINESS: This is the largest domestic producer of felt-base floor 
coverings and an important maker of linoleum floor and wall cover- 
ings. A sizable portion of the company's business represents replace- 
ment demand. Through liberal advertising, the firm succeeded in 
developing a strong good-will for its trademarked products, such as 
Gold Seal Congoleum and a variety of NAIRN products. Bulk of 
output is distributed through wholesalers but considerable quantities 
are sold directly to contractors and Government agencies. Opera- 
tions are highly mechanized and labor cost is low in relation to costs 
of raw materials of which rags, linseed oil, cork, burlap and asphalt 
are the most important. Restrictions on the use of certain materials 
for civilian use have been curtailing production but this loss is partly 
offset by increasing Government orders. Conversion of facilities 
begun early in 1942 is being continued. 


FINANCIAL POSITION: Since 1934, current assets have held 
steady, reflecting close adjustment of dividends to profits. Cash 
position is strong and working capital at the end of last year 
amounted to about $12.75 per share. Current assets are $18.17 mil- 
lions whereof $6.49 millions are in cash and securities. Inventories 
rose somewhat from their 1941 level, totalling $8.61 millions against 
$8.22 millions. Current liabilities of $3.48 millions are covered almost 
twice by cash and securities. There is no funded debt. 


OUTLOOK: For the duration, volume is bound to suffer from the 
virtual elimination of private building; requirements for military pur- 
poses henceforth will also decline as camp construction is far ad- 
vanced. Further war demand will come mainly from the shipbuilding 
program. Margins will be narrower reflecting the squeeze between 
rising costs and ceiling prices. The company however is endeavoring 
to offset at least part of the production loss by increasing output of 
war materials. The post-war outlook is promising and the company 
should do very well after the war when replacement demand is ex- 
pected to be extremely heavy and the revival of building construc- 
tion should further stimulate sales. 


MARKET ACTION: Reflecting stable income and generous divi- 
dends, pre-war fluctuations of the stock were less than average. 
Since the war, volatility was somewhat more pronounced, the stock 
being primarily a "peace stock’ and subject to the restrictive fac- 
tors mentioned above. Presently, the common has risen about 100% 
above its 1942 low while our Index rose 117%. On the other hand, 
the stock is 45% below its 1937 high while our Index is 26% below 
that point. 


COMMENT: Recent price—247. Yielding 5.9% on current dividend 
basis which should be maintained, the common merits consideration 
in view of the excellent post-war possibilities. 


Long-Term Record 


Optg. Net 
Income Income Net Per Divi- Price 
(millions) (millions) Share dends Range 
$2.352 $2.102 $1.71 $1.85 3534-22 
2.704 2.242 1.32 1.85 4534-27 
3.192 2.548 2.05 1.85 441/2-30% 
3.208 2.524 2.03 2.00 452-20 
1.880 1.265 1.02 0.75 295-15 
2.982 2.111 1.70 1.50 3034-19 
2.504 1.617 1.30 1.25 2434-14 
5.037 2.016 1.62 1.50 1894-1314 
4.060 1.611 1.29 1.25 185-1212 
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BUSINESS: Serving the important metropolitan area of Chicago and 
the equally active manufacturing area extending from there to the 
Mississippi River, this concern has developed into one of the 
country's largest and most successful utility operating systems. Since 
its formation in 1907, it never failed to show a yearly profit or pay 
a dividend on the common tock. Combined operations bring the 
consolidated annual gross to over $170 millions; thereof about 89%, 
is derived from electric service and 10% from gas. Electric rates and 
consumption approximate the national averages. Property values are 
conservatively stated and provision for maintenance and depreciation 
is about average; depreciation alone, at about 3% of depreciable 
property, is above average. 


FINANCIAL POSITION: The current position is strong. Current 
assets amount to $112.8 millions, with cash of $32.98 millions and 
Government securities of $50.59 millions almost twice covering cur- 
rent liabilities of $48.06 millions. Early in 1942, the concern sold 
privately $25 millions of 3% first mortgage bonds, proceeds to be 
applied to a heavy construction program to meet increased power 
requirements of war industries. This brought the system's funded 
debt at the end of 1942 to $345.0 millions, against $321.0 the year 
before. In 1942, fixed charges were 2.75 times earned. 


OUTLOOK: Serving a territory characterized by wide diversity of 
industry, the company enjoys a promising operating outlook. Over 
the nearer term, earnings are not likely to vary much from the 1942 
level; moderate revenue gains are expected as the area continues to 
benefit from war work but with taxes and costs rising, these gains 
are not likely to carry through to earnings. Any post-war improve- 
ment in profits will doubtless encourage conversion of debentures 
into common stock which will restrict per share earnings but also 
bolster the investment quality of the equity. 3!% convertible de- 
bentures are outstanding in the amount of $26.15 millions. The out- 
look, as it appears today, favors continuation of past stability of 
earnings and relatively liberal dividends. 


MARKET ACTION: Indicative of the company's inherent stability, 
the stock has shown far less than average volatility. Currently, it 
stands some 40% above its 1942 low while our Index for 18 Public 
Utilities has risen fully 324%. The stock is still 30% below its 1937 
high while our Index is 49% below its high for that year. 


COMMENT: Recent price—24'/%. Selling around its equity of 
$25.22 per share, the stock appears conservatively priced and 
should have market possibilities. 
Long-Term Record 
Total 
Optg Net 
Revenues Income Net Per Divi- Price 
(millions) (millions) Share dends Range 
$75.929 $10.242 $6.37 $4.00 62 -34 
79.6 10.455 6.38 4.00 98 -47 
130.74 11.289 1.90 1.25 2972-24 
140.12 16.202 2.45 1.56% 343/4-20'/2 
139.54 19.701 2.37 1.33% 28 -22s 
145.87 25.414 2.43 1.65 32s,-25/s 
154.80 29.170 2.32 1.80 33-25% 
165.48 26.747 2.10 1.80 30'/s-20 
172.43 a. 1.74 1.60 23 44-1734 
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Six Sound Low-Price Stocks for Appreciation 


STANDARD BRANDS INCORPORATED 
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BUSINESS: Functioning primarily as a holding company, the con- 
cern controls a large group of subsidiaries operating some sixty de- 
partment stores in cities of considerable size throughout the United 
States. With the exception of two stores, in Seattle and Syracuse, 
N. Y., the parent company does not engage in merchandising ac- 
tivities. Principal units include the well known John Marsh store in 
Boston; others are located in Minneapolis, Cincinnatti, Baltimore, St. 
Paul and Akron. All operate under their own established names and 
management is highly decentralized though the parent company 
through a wholly owned subsidiary serves in an advisory and super- 
visory capacity, mainly in respect to purchasing and sales promotion. 
Principal lines are women's, men's and children's clothing and acces- 
sories, and home needs. Quality of the merchandise varies with the 
different stores but generally, medium and higher priced goods are 
sold; most of the larger units operate basement divisions appealing 
to the lower income group. 

FINANCIAL POSITION: A sound working capital position has been 
built up which in June 1942 was further strengthened by borrowing 
$6 millions from banks under a five year revolving credit plan. At 
the end of 1942, cash amounted to $13.77 millions, nearly covering 
current liabilities of $14.66 millions. Working capital was $39.61 
millions, including inventories of $23.48 millions compared with 
$24.21 millions the year before. Although earnings in the past im- 
proved steadily, virtually nothing was paid to stockholders, to con- 
serve funds. In 1942, however, 45c was distributed, representing the 
first payment since 1937. 

OUTLOOK: Sales and profits so far this year were very satisfactory, 
the former running 20% ahead of 1941 and profits showing a pro- 
portionate increase. Existing inventory should satisfy demand in the 
immediate future but subsequent results will probably reflect diffi- 
culties in obtaining well rounded lines. Maintenance of 1942 margins 
is not likely since much of the low-priced inventory is exhausted and 
costs are rising; however, most of the prospective drop in operating 
profits will be offset by lower taxes. The management's policy of 
acquiring additional stores whenever available on an attractive basis 
should have a favorable influence on post-war operations. 

MARKET ACTION: Reflecting its status as a low-priced speculation, 
the stock displayed rather more than average volatility in the past. 
At present, it is 231% above its 1942 low while our Index has risen 
117%. On the other hand, the stock is 40% below its 1937 high 
while our Index is 26% below that point. 

COMMENT: Recent price—13//,. As sales are rather heavily con- 
centrated in apparel lines, volume should hold up better than aver- 
age during the war. Steadily improving finances and efficient man- 
agement enhance existing post-war potentialities. 


Long-Term Record 





Net Net 

Sales Income Net Per Divi- Price 

Year* (millions) (millions) Share dends Range 
We isiscibainitonnstsbetions $82.07 $1.127 PS Sen 8 = ee 
89.93 1.581 0.30 - 3% 
103.34 3.406 1.34 ssiokios OVs- 63/4 
107.55 2.904 0.96 $0.20(a) 217%s- 6s 
103.24 2.233 | eee 32- 41/2 

112.12 3.435 Be. F Adeece 1134- 6 
121.27 3.998 S ee 934- 4V/2 

. 151.81 5.294 ee . 
1942.. 170.82 65- 4 


* Years ended Jan. 31st, 


5.681 2.50 0.45 
(a) Plus 1/100th share of 5% preferred 
stock. D—Deficit. vas 
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BUSINESS: This company processes and distributes a diversified group 
of food products, its business being principally a continuation of the 
activities formerly conducted by Fleischmann Co. and other well estab- 
lished food concerns. Most important product is Fleischmann yeast, the 
output of which constitutes about two-thirds of the country's total yeast 
production. Other leading items are Fleischmann white distilled vinegar, 
Chase & Sanborn Coffee, Tender Leaf Tea, Royal Baking Powder and 
Royal desserts. Distillation of gin and whiskey, and distribution of 
domestic and controlled foreign liquors (Black & White) is undertaken 
by Fleischmann Distillery Corp. Additionally, the company in 1942 
entered the vitamin field and latterly took up the distribution of films 
and the operation of a film development service. Products are ex- 
tensively advertised and sales are now made primarily through jobbers 
instead of former direct deliveries to retail stores. 


FINANCIAL POSITION: In spite of the company's development pro- 
gram, the financial position remains satisfactory with current assets at 
the end of 1942 amounting to $56.95 millions and working capital to 
$44.94 millions. A five-year revolving credit of $10 millions was ar- 
ranged in 1942 but at the end of the year, there were no outstanding 
borrowings under this credit. Inventories totalled $30.36 millions 
against $36.20 the preceding year; cash of $14.54 millions more than 
covered current liabilities of $12.00 millions. Special reserves of $7 
millions exist whereof $5 millions against possible future inventory 
losses and $2 millions for post-war rehabilitaion and contingencies. 
OUTLOOK: Rationing, higher costs and ceiling prices indicate lower 
sales and narrower margins for a number of lines though a partial 
offset may be found in rising sales of vitamin tablets. The distillery 
division is now making alcohol for the Government. Normally, sales 
are moderately influenced by variations in consumer income which to- 
gether with the trend of commodity prices constitute the principal 
determinants of earnings. War-time influences including taxes will 
tend to reduce operating income for the duration but post-war pros- 
pects are enhanced by increasing diversification of products, the 
result of research and acquisition of new lines through purchase of 
going concerns, such as recently the Standard Margarine Co. and 
Loudon Packing Co. 

MARKET ACTION: Limited dividends and somewhat unstable earn- 
ings trend imparted more than average volatility in the past but post- 
war potentialities should make for stabler market action in the future. 
Currently the stock is 168% above its 1942 low and 55% below its 
1937 high; our Index is 117% above, and 26% below these points, 
respectively. 

COMMENT: Recent price—73@. Post-war possibilities favor profit- 
able fruition of organizational changes and policy of expansion 
undertaken by the new management. Conservative fiscal policy 
should aid this trend and enhance appreciation prospects. 


Long-Term Record 


Net Net 
Sales Income Net Per Divi- Price 
(millions) (millions) Shore dends Range 
$100.44 $13.888 $1.06 $1.00 254-174 
102.04 12.746 0.97 0.95 19Ye-12V2 
114.97 14.706 1.12 1.05 1818-14% 
122.51 9.865 0.73 .80 16%4- 7/2 
108.28 8.796 0.62 0.6212 9V4- 62 
108.85 7.801 0.55 0.472 7V4- 53% 
98.874 9.515 0.68 0.40 7%e- 5 
119.56 7.757 0.54 0.50 65e- 3% 
144.35 7.234 0.50 0.10 5 = 2% 
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BUSINESS: The company normally makes a large variety of auto- 
mobile parts and decorative interior trim for automobile’ bodies. 
Parts lines include windshield frames, ventilating equipment, instru- 
ment panels, bumper guards, etc. The concern is also extensively 
engaged in nickel and chrom plating and the application of imita- 
tion wood finishes to steel. While the company successfully main- 
tained its position in the face of keen competition over a period of 
many years, the entry of Briggs Manufacturing Co. into its field 
tended to limit profit margins in one important division. Most 
products normally are sold to the automobile industry as original 
equipment and with this outlet suspended for the duration, plants 
have been converted extensively to armament production including 
the Deep-Freeze food container division which is now engaged in the 
manufacture of low-temperature machines for various uses in the 
war effort. 

FINANCIAL POSITION: Despite occasional losses and relatively 
liberal dividends in good years, a strong financial position was 
maintained. Expanding war work however required additional capital 
and bank loans were secured of which $700,000 were outstanding at 
the end of last June. As of that date, working capital amounted 
to $3.76 millions; inventories were $3.34 millions and cash and securi- 
ties totalled $1.70 millions. Recent earnings were on the upgrade; 
for the fiscal year ended 6/30/42 they were $1.95 per share while 
$1.99 was reported for nine months ending 3/31/43. 

OUTLOOK: Unless materials shortages prove restrictive, armament 
production will increase during the coming months and sales should 
reach new peaks. Sizable orders were received for bomber turrets 
and facilities have been adjusted to handle this business. Because 
of economies flowing from large-scale operations, margins should con- 
tinue satisfactory though probably below normal, while earnings will 
be modified by taxes. Post-war prospects are closely tied up with 
the automobile industry and should be promising although competi- 
tion and prices can be expected to have an important influence on 
results. 

MARKET ACTION: Reflecting unstable earnings and erratic divi- 
dends, the stock in the past displayed more than average volatility. 
Currently, it shows a recovery of 162% from its 1942 low while our 
Combined Index has risen 117%. On the other hand,the stock is 
still 58% below its 1937 high while our Index is 26% below that 
point. 

COMMENT: Recent price—l63. The stock, yielding 6%, sells below 
equity of $17.63 per share. Current dividend basis is expected to be 
maintained. Relatively small reconversion costs and the company's 
diversified position combine to enhance post-war prospects. 


Long-Term Record 


Net Net 
Sales Income Net Per Divi- Price 
(millions) (millions) Share dends Range 
danahaiaias $0.135 $0.69 Nil 445%4-154 
$13.758 1.079 2.76 $2.00 69 -17% 
17.214 1.372 3.51 3.25(b) 4312-2834(c) 
20.172 2.147 5.49 5.00 382-122 
8.721 D 0.619 D 1.58 Nil 2234-102 
11.107 D 0.465 D1.19 Nil 19 = 9% 
7.715 0.651 1.67 1.00 16 - 8% 
19.252 0.405 1.04 1.00 12 = 5¥2 





. 14.560 0.757 1. 1.00 11 - 6% 
(a) Six mos. ended June 30th. * 1934-39 calendar year; thereafter 
fiscal year ending 6/30. D Deficit. (b) Plus 100% stock dividend. 
(c) After 100% stock dividend. 
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BUSINESS: This is the third largest gold producer in the Porcupine 
District of Ontario, Canada. The company's potential life was 
greatly increased in recent years by the acquisition of surrounding 
properties; total holdings now consist of 2,576 acres at South Por- 
capine. The concern has a 60% interest in Sigma Mines Ltd., fully 
owns the Dome Exploration Co. Ltd. (Quebec) and holds 30,000 
shares of East Geduld Mines Ltd., one of the larger South African 
gold mines. Ore reserves are estimated at 2.43 million tons which, 
at current milling rates, would sustain operations for about five 
years. Gross production in 1942 came to 170,547 ounces of fine 
gold compared with 201,472 in 1941. 


FINANCIAL POSITION: Despite liberal distribution of its cash in- 
come in the past, the company's finances improved steadily. Work- 
ing capital requirements are small because the gold is sold directly 
to the Canadian Government. The current position has been excep- 
tionally strong since consolidation in 1937 of the former dividend 
assurance fund ($3 millions) with liquid assets. Current assets at the 
end of 1942 were $10.11 millions, including cash of $1.22 millions 
and securities of $7.07 millions; working capital stood at $7.85 mil- 
lions against $7.73 millions the year before. 


OUTLOOK: While the company so far successfully maintained ore 
reserves at adequate levels, ore production has been declining owing 
to shortages of labor and materials, resulting in moderately lower net. 
This downtrend, however, may be halted by increasing output of 
strategic minerals. To this end, the concern is developing its molyb- 
denum deposits in Northern Quebec through a newly formed sub- 
sidiary, the Indian Molybdenum Ltd., which is expected to begin 
milling operations at the end of June 1943. A Government order 
for two million pounds of molybdenum was obtained by the latter. 
Apart from shortages, gold production is faced with rising costs 
which, however, should be cushioned by ample profit margins; in 
1942 operating costs, exclusive of taxes and depreciation, were $4.56 
per ton milled. Over the longer term, the future of the gold price 
is, of course, the principal determinant of earnings. 


MARKET ACTION: Reflecting stability of income, assured by the 
U. S. gold policy, the stock prior to the war exhibited less than 
average volatility. With various uncertainties injected by the war, 
fluctuations became wider. The stock sharply recovered from its 1942 
low, advancing 159% against a rise of our Index of 117%, when 
fears of a change in the U. S. gold policy proved groundless. 
COMMENT: Recent price—2034. With growing confidence in the 
future of gold after the war, the stock, at present levels yielding 
about 9.5%, appears to have good long-term possibilities. 


Long-Term Record 


Optg. Net 

Income Income* Net Per Divi- Price 

Year (millions) (millions) Share dends$ Range 

$4.549 $3.882 $4.07 $3.50 4614-32 
4.665 3.719 3.90 4.00 4470-34 
4.749 4.144 4.26 4.00 6112-4112 
4.658 4.116 4.23 4.50 574-35 
4.731 4.055 2.08 3.00 34%/-27/e l(c) 
4.848 3.842 1.97 2.00 34 -20% 
5.318 4.006 2.06 2.00(b) 237%-11/% 
5.017 3.846 1.98 2.00(a) 17Ys- 91% 
4.023 2 00 16%- 8 


3.34 1.72 2. 
¢ Paid in U. S. funds except as indicated. 


* Before depletion. 
(b) Includes fifty cents paid in Canadian 


(a) Paid in Canadian Funds. 
Funds. (c) After 2/1 split-up. 


3h 

















The Personal Service Department of THe Macazine or Watt Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed 
securities in which you may be interested or on the standing and reliability of 
your broker, This service in conjunction with your subscription should represent 
thousands of dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 
2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Timken Roller Bearing 


Please give me your opinion of Timken 
Roller Bearing common at this time. Are 
prospects of this economy good enough te 
warrant adding to my present holdings 
which were purchased in 1937 at higher 
levels? All of my investments are made 
with reasonable safety, income and appre- 
ciation as the object—G. W. M., Salt 
Lake City, Utah. 


Timken Roller Bearing Com- 
pany earned $2.68 in 1942 on its 
common stock as compared with 
$3.92 in 1941. In the pre-war 
years of 1936 to 1939, inclusive, 
the lowest amount earned in this 
period in any year was 59 cents 
per share, and the highest $4.49. 
It paid $2 dividends in 1942 and 
has paid dividends continuously 
for the past 21 years. This com- 
pany is the leading producer of 
anti-friction bearings for motor 
vehicles and machinery of all 
kinds. The automobile industry 
is normally the largest market for 
its products. The company is now 
participating in the war produc- 
tion as large suppliers of special 
bearings for aircraft, military 
vehicles, gun carriages, trucks 
and locomotives. This company 
should do exceptionally well after 
the cessation of hostilities and 
further expansion of the business 
is virtually assured by the widen- 
ing adaptability of spiral bear- 
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ings and by the company’s activ- 
ity in the special high grade alloy 
field. We see no objection to your 
averaging the cost of your orig- 
inal commitment at current mar- 
ket price around 4714. 


Warner & Swasey Co. 

I have 20 shares of Warner & Swasey 
bought at $23.00. Do you advise holding 
or averaging or selling? Shall be glad to 


hear from you.—J. E. H., Albany, New 
York. 


Warner & Swasey Company 
earned $2.43 in 1942 as compared 
with $4.81 in 1941. It paid $1.60 
in dividends in 1942. This stock 
is traded in over-the-counter and 
currently selling around 10. As- 
suming further large additions to 
special reserve, earnings this year 
are expected to decline from the 
$2.43 shown in 1942. The latter 
included a post-war refund of 
$1.92 and was after reserve of 
$4.24. While conservatively 
priced and yielding 16% based 
on the $1.60 dividend paid last 
year, the common stock is l:mited 
in appeal because of the prospec- 
tive post-war slump. Unfilled 
orders are said to be sufficient for 
six months operation at the cur- 
rent rate. The demand for turret 
lathes may recede later in the 
vear but operations are expected 
to continue at a good level aided 


by the manufacture of special 
war products. While we would 
continue to hold this stock for the 
time being, we think your funds 
could shortly be used more pro- 
ductively elsewhere and on any 
appreciable advance, we would 
liquidate same. 


Associated Dry Goods 


As a subscriber I should appreciate the 
following information concerning <Asso- 
ciated Dry Goods common. What stores 
do they supply or own, or how do they 
operate? What is the book value of this 
company? Its financial position? Earn- 
ings? What date was the dividend de- 
clared this year, and what is the date of 
the next meeting that might concern 
dividends on the common? — E. L. K., 
Park Ridge, Illinois. 


Associated Dry Goods Corp. is 
a holding company incorporated 
in 1916. On January 31, 1942, it 
held 100 per cent voting power in 
the following department stores: 
J. N. Adams & Co., Hahne & Co., 
James McCreery & Co., Steward 
Drygoods Co., William Hengerer 
Co. It also owned voting power 
of 90 per cent in Lord & Taylor. 

This company earned $1.72 on 
the common stock for the fiscal 
year ending January 31, 1943 as 
compared with $2.37 in 1942. 
However, the latter earnings did 
not give effect to the preferred 
dividends which were then in 
arrears. 

The company’s balance sheet 
as of January 31, 1943 showed a 
strong financial position, total 
current assets amounting to $25,- 
495,987, as compared with total 
current liabilities of $6,808,897, 
with net current assets of $18,- 
687,090. Cash amounted to $7,- 
106,528 as compared with $4,- 
826,755 in the preceding year. 
Mortgages payable amounted to 
$3,020,000 and the company has 
two issues of preferred stock out- 
standing totalling about $19,- 

(Please turn to page 318) 
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The past fortnight witnessed a sharp dip of 








CONCLUSIONS 


MONEY AND CREDIT — Congres- 
sional leaders and Government fiscal 
experts agree that corporate and in- 
dividual tax rates on 1943 incomes 
will not be increased. 


TRADE—May chain stores sales only 
fractionally above last year; but 
department store sales rise 13%. 


INDUSTRY—Treasury estimates that 
1943 corporate profits after taxes 
will top last year by 16%, with divi- 
dends up 19%. 


COMMODITIES — Commodity mar- 
kets dull and slightly reactionary 
pending clarification of crop pros- 
pects and Government's subsidy 
program. 





The Business Analyst 


more than two points in per capita business 
activity in consequence of the one-week coal 
miners’ strike, at a time when higher-ups at 
Washington are stressing the need for greater 
munitions output and further drastic cuts in 
production of civilian goods. 

ie 


WPB Chairman Nelson's prediction that 
U. S. war expenditures this year will total 
$106 billion—80°% more than last year—may 
turn out to have been somewhat over-optimistic 
despite the near-miraculous increase of 467%, 
in munitions output between November, 1941, 
and April, 1943. Passing over the inconsistent 
circumstance that 180% of war expenditures 
previously reported for last year aad be only 
$93 billion—not $106 billion—it is still hard 
to see where the manpower, raw materials and 
plant capacity are coming from to make such 
a steep increase possible. 

. = ® 

War expenditures during the first five 
months of 1943 were only $34 billion. To reach 
$106 billion for the full calendar year would 
involve monthly expenditures of $10.3 billion 
in the remaining seven months and a Decem- 
ber peak of around $13.2 billion, against ac- 
tual expeditures of only $7.4 billion in May. 
This would bring an increase in the Federal Re- 
serve Board's index of industrial production to 

(Please turn to following page) 
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Latest Previous Pre- 

Wk.or Wkor Year Pearl 
Date Month Month Ago Harbor 
yrs i a ($b) 101 Cities June 14 169 = 1.57) 0.98 (0.43 
a June l4 105.6 (103.932.4143 
FEDERAL GROSS DEBT—$b June 14 136.6 136.3 70.2 55.2 
ee ee June 9 32.1314 26.0243 

‘Demand Deposits—I0! Cities ...... ine : ¢ : " 
Currency in Circulation .............00 June 9 17.2 17.2 12.2 10.7 

BANK DEBITS—13-Week Avge. 

New York City—$b.............ccceseee June 9 5.33 5.27 3.70 3.92 

100 Other Cities—$b..............csee June 9 7.15 7.12 5.70 5.57 
INCOME PAYMENTS—S$b (cd) Apr. 11.16 11.22 8.91 8.11 

Salaries & Wages (cd) ..............0 Apr. 8.04 7.92 6.18 5.56 

Interest & Dividends (cd) ............ Apr. 0.75 0.91 0.77 0.55 

Farm Marketing Income (ag) ...... Apr. 1.28 1.31 0.98 1.21 

Includ'g Govt. Payments (ag) ....| Apr. 1.35 1.40 1.06 1.28 

CIVILIAN EMPLOYMENT (cb) m| Apr. 51.2 51.0 50.7 50.2 

Agricultural Employment ............... Apr. 9.6 9.0 9.3 9.0 
Employees, Manufacturing ........| Apr. 16.0 16.0 14.0 13.6 
Employees, Government .............. Apr. 5.9 5.9 49 45 

UNEMPLOYMENT (cb) m Apr. 0.9 1.0 3.0 3.9 
FACTORY EMPLOYMENT (Ib4) Apr. 167 167 146 141 
Dar EOS cess sec scescesecovascaccssenese Apr. 225 224 180 168 
Non-Durable Goods. ...........cssssssee0: Apr. 122 123 120 120 
FACTORY PAYROLLS (ib4) Mar. 304 297 215 189 
FACTORY HOURS & WAGES (ib) 

VOI SO AMRIIG iF scisscissecescrnce veto trees Mar, 44.8 44.5 42.7 40.3 

Hourly Wage (cents)...........cseee. Mar, 93.4 92.4 °8I.1 78.1 

Wrookly Wage {6)....:....:-.cs:sossvcosseses- Mar, 41.84 41.12 34.62 32.79 

PRICES—Wholesale (Ib2) June 5 103.9 104.0 98.7 92.2 

Retail (fi) May 113.0 113.2 113.2 107.5 

COST OF LIVING (Ib3) Apr. 124.1 122.8 115.1 110.2 

FIDO es cskacteaseectey eet ew osvehucsceoouee Apr. 140.6 137.4 119.6 113.1 

Clothing q Apr. 127.8 127.6 126.5 113.8 

Rent Apr. 108.0 108.0 109.2 107.8 

RETAIL TRADE 

Retail Store Sales (cd) $b ............ Apr. 5.19 5.08 4.59 4.57 
Durable Goods ..........csccscossssscssconse Apr. 0.88 0.82 0.86 1.07 
Non-Durable Goods 0.0.0... Apr. 4.32 4.26 3.73 3.47 

Chain Store Sales (ca) ...........:.000 May 171 175 170 151 

Dept.. Store Sales (rb) (1)............ May 122 128 108 116 

Dept. Store Stocks (rb2) .............. Apr. 8 ~ 90 118 95 

COMMERCIAL FAILURES (db) May 281 362 955 842 
MANUFACTURERS' 

New Orders (cd2)—Total .............. Apr. 284 284 292 212 
Durable Goods ............ssccccscscsseee Apr. 418 433 449 265 
Non-Durable Goods ................04.. Apr. 197 188 192 178 

Shipments (cd3)—Total ..0.0........000 Apr. 253 249 200 183 
SDaSEGRID MODIS. csc sscssssicsessceccscupoce Apr. 338 330 239 220 
Non-Durable Goods ...........c.00000 Apr. 186 185 168 155 

Inventories, end Month (cd3)........ Apr. 175 175 167 153 
SUPINE sos conse sszcsnssevessccee Apr. 213 211 187 170 
Non-Durable Goods .0.........ces00 Apr. 142 144 150 137 








(Continued from page 313) 
around 300 for December—a 50% rise above 
December, 1942. Thus far this year the rate of 
annual increase has been only 18%—slightly less 
than the annual rate of increase in factory man.| 
hours, owing to a quite natural sag in efficiency 
under longer hours and employment of inexperi-| 
enced workers. | 
~*~ fw -£ | 
The Office of War Information reports that! 
employment of women in industry has risen| 
from 10.2 million in December, 1940, to 14.1, 
million in April, 1943. Meanwhile the num-| 
ber of men employed in civilian industry has, 
fallen off by approximately half a million. After) 
the war most of the women who have been| 
drawn into defense work will have to resume| 
their pre-war pursuits to make way for our re- 
turning Soldiers and Sailors. 


* * * 


The National City Bank estimates that the total 
war cost to the United Nations for combat- 
ing the Axis powers will amount to around $450 
billion by the end of 1943, of which our share 
will be more than a third. To help defray this 
cost and soften its inflationary effect Secretary 
Morgenthau wants Congress to authorize $16 
billion of additional taxes this year—$14 billion 
of which upon individual incomes, and $1.3 bil- 
lion upon corporations mainly through lifting the 
present 40% normal plus surtax rate to 50% or 
55%. 

‘ ¢ « 


Congress may approve part of the increase late 
this year; but at the present time is opposed to 
a further increase in personal income tax rates 
before 1944 at the earliest. The Administration 
is still opposed to forced savings. In lieu of 
this the Treasury is endeavoring to stimulate 
much heavier voluntary purchases of war bonds. 


* * * 


According to the Bureau of Labor's recently 
revised index (the only official index in the world, 
by the way, that professes to include even a 
modicum of black market prices) there is no 
slackening in the pace at which living costs 
have been rising. If deeds speak louder than 
words, Government agencies appear to construe 
the "line that the President wants held as an 
upward-slanting, rather than a level, line. OPA 
plans to spend a couple of billions in subsidies to 
roll back living costs less than 1%, while WLB 
continues to grant wage increases to pressure 
groups that have already had the largest in- 
creases. 

* * * 


Subject to a 10% possible margin of error, 
place corporate profits 
(after taxes at current rates) this year at $9.1 
billion, compared with $7.8 billion last year, $8.3 


Treasury estimates 
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Wk. or or Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago Harbor 
BUSINESS ACTIVITY—I—pc June 5 129.5 131.6 126.3 118.2 billion in 1941, $7.3 billion in 1940 and $6.0 
(M. We S.J np an neceeceseeeseeees June 5 155.3 158.0 149.8 139.5 billion in 1939. Dividend distributions are 
INDUSTRIAL PRODUCTION (rb3) Apr. 203 202 173 167 estimated for this year at $4.9 billion (if taxes 
Durable Goods, Mfr. ..........cccsesceeee Apr. 300 298 234 215 are not raised), against $4.1 billion last year, 
Non-Durable Goods, Mfr... Apr. 148 147 130 141 | $4.4 billion in 1941, $4.3 billion in 1940 and $3.9 
STEEL INGOT PRODUCTION billion in 1939. 
(st)m May 7.55 7.37 7.38 6.96 
Cumulative from Jan. Vossen May 36.84 29.29 35.52 55.69 a 
ELEC. POWER OUTPUT Dividend payments in April, according to the 
(K. W. H.)m June 12 4,040 3,926 3,464 3,369 Department of Commerce, were 7% below last | 
, against a four- , %. | 
mmetne COnTRUETION conan spayed 
AWARDS (en) $m June 10 70 107 380 93.5 lib | th in the lik iod of 1942 ities 
Cumulative from Jam. bo o.cscssssses ame 6 he a he Ee ee : 
PETROLEUM—bbis. m : = 
Crude Output Daily.............cc cece June 12 3.99 3.93 3.70 4.11 : 
Gasoline Stocks ......ccsccccsssssssscsssssssse June!2 81.11 = 82.20 91.85 87.84 Beginning with the current issue, we are pre- 
Fuel Oil Stocks Goissscestebesveasséetiesdaterts June 12 67.65 67.46 79.12 94.13 senting bank debits in the form of a 13-week 
PISA QU STOCKS cisscscicesccssisoctonese June 12 32.56 32.58 30.45 54.85 moving average ending at dates heading the 
CARLOADINGS—# pea 668 853 855 833 four columns of the statistical section of the 
ei ais assaiccisenbionls June 5 38 43 36 43 | Business Analyst. The effect of this is to smooth 
OAD rarest stccsechststecemeaay inapsteuisivastits June 5 4l 172 164 150 | out irregular week-to-week fluctuations. Ordi- 
Manufacturing & Miscellaneous .... June 5 357 383 385 379 narily this 13-week average will maintain approxi- 
- —abohammmmmmmanann me Mi: MM MM | ain dencbowr Pie ephceniel agouorkne 
figures reported for the corresponding period a 
GENERAL year earlier; though in war time bank debits, | 
Sanlates Cost Ciel. tile ...... nt 3.05 11.94 11.03 10.80 especially at New York, will be padded some- 
Lumber Production (bd. ft.)m........ June 5 605 651 705 632 what by Government bond sales to non-banking 
Paperboard, New Orders (st) t.... June 12 138 134 92 132 subscribers. In peace times debits normally sag 
Cigarette Production—b ................ Apr. 19.94 20.61 17.38........ 17.14 to a seasonal low in mid-summer and rise to a 
Portland Cement Shipments . ait aka 
Rs niio fle IN 5. cesses ss cesvacetsctioicassexvenitens Apr. 12.76 10.11 14.77 13.72 Si i Pa ee ee 





Bureau, 1935-9—I100. !b4—Labor Bureau, 


1939—100. m—RMillions. 


ag—Agriculture Dep't. b—Billions. ca—Chain Store Age, 1929-31—100. 
Dep't., Jan., 1939—100. cd3—Commerce Dep't., 1939—100. db—Dun & Bradstreet's. en—Engineering News-Record. fi—Fairchild Index, | 
end of Mo., Dec. 31, 1930—1!00. I—Seasonally Adjusted Index, 1923-5—100. Ib—Labor Bureau. Ib2—Labor Bureau, 1926—100. Ib3—Labor | 
np—Without compensation for population growth. 
basis. rb—Federal Reserve Board. rb2—End of Mo., Federal Reserve Board, seasonally adjusted index, 1923-5—100. 
serve Board, seasonally adjusted index, 1935-9—100. st—Short tons. t—Thousands. #f—Treasury & R. F. C. 


cb—Census Bureau. 


cd—Commerce Dep't. 


cd2—Commerce 


pe—Per capita | 


rb3—Federal Re- 
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No. of 1943 Indexes (Nov. 14, 1936, Cl—100) = High Low June 12 June 19 
Issues (1925 Close—100) High Low June 12 June 19} !00 HIGH PRICED STOCKS...... 66.31 52.87 65.23 64.58 | 
273 COMBINED AVERAGE........ 89.9 54.5 86.8 84.8 100 LOW PRICED STOCKG........ 87.49 43.61 83.67 81.61 
3 Agricultural Implements ...... 150.5 105.2 150.5F 147.4 3 Liquor (1932 Cl.—100)........ 289.2 197.1 278.8 279.5 
9 Aircraft (1927 Cl_—100)...... 179.2 131.8 165.4 160.3 Be MaCHINGIY 5s ccissccsscscd<cccssscorcee’ LORE 82.6 108.0 107.2 
5 Air Lines (1934 Cl—100).... 491.9 363.1 490.4 485.8 2 Mail Order 83.1 61.8 82.3 81.4 
BP SS PAIMMISOINGIEY | 5faciscisessticssckcaseseeee 75.9 40.2 74.9 72.6 3 Meat Packing 56.7 34.9 55.4 53.4 
| 12 Automobile Accessories........ 142.1 83.0 136.4 131.5 10 Metals, non-Ferrous .............. 155.7 106.8 145.9 141.6 
| 13 Automobiles .......cssccsssseee 21.0 9.7 20.1 19.1 Se erage aa eas 13.5 9.0 13.1 12.5 
3 Baking (1926 Cl.—100)........ 15.0 8.5 14.3 14.5 A NRC ooo coos cs ccas cps canzecene 132.3 86.9 129.7 128.0 
3 Business Machines ................ 197.1 129.4 190.0 184.0 18 Public Utilities oe 58.1 23.2 53.8 51.7 | 
2 Bus Lines (1926 Cl.—1!00).... 96.6 54.9 90.3 85.9 3 Radio (1927 Cl.—100)........ 25.9 12.1 24.8 24.4 | 
GSR AIS, Fo goaccecey cs tccteseccsvseoiss 189.5 153.5 -181.5 180.0 7 Railroad Equipment ............ 57.4 32.1 53.7 52.0 
US CONSHUCHION .avscccssesesessesstssests 38.0 23.3 36.7 36.2 OF Mae oso cee eateries 18.6 9.8 17.0 16.6 | 
BAGOntai ners: sescccssssssctcscsscsvecsances 236.7 177.1 232.2 232.6 De RANG cassie ace vas nsaveceescce 106.! 83.4 92.4 90.4 
8 Copper & Brass................000 82.8 63.6 76.8 74.0 KEN |" eee eee 288.8 197.8 280.3 272.4 
Z Dalry Products: ...ssssssns.oseseseese 39.3 29.7 37.6 37.5 oe a a cs 76.2 57.6 73.6 73.8 
6 Department Stores ...........0+. 28.0 15.4 28.0F 27.7 2 Sugar 32.2 47.290 45.2 
5 Drugs & Toilet Articles........ 88.3 50.9 86.8 85.3 2 Sulphur 180.2 190.0 189.7 
2 Finance Companies .............. 237.3 152.6 221.9 220.5 3 Telephone & Telegraph........ 111.5 67.0 106.6 100.9 
6 Food Brands 85.5 127.3 128.59 3 Textiles 54.7 33.7 53.9 53.0 
2 Food Stores 37.7 44.5 43.8 > Vires: & RubGee....:.:c.secc--.- 26.5 16.5 25.5 25.6 
MOON MNO cesses Hicccscnsegsckeseoesece 35.0 55.8 57.4 4 Tobacco 67.3 52.2 65.2 64.0 
Sealed WARNENGE o «csessasctesssscszsaecss 912.6 610.3 845.1 825.9 2 Variety Stores. .............ccccc-cece 230.7 182.4 228.7 226.5 
6 Investment Trusts ................. 39.1 yy 36.8 35.9 20 Unclassified (1942 Cl.—1!00) 190.0 100.0 184.8 176.2 
New HIGH since: F—1937; Q—1929. 
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Trend of Commodities 


Grain markets have been dull and slightly reactionary 
since our last issue while waiting for more light on crop 
prospects and Government subsidies. Extensive use of 
corn for feed has reduced supplies to a point where corn 
products refiners face drastic cuts in production until 
the new crop is harvested. To relieve the critical short- 
age the CCC has called loans on the 1942 crop; but 
the resulting releases will amount to only about a week's 
supply. The nation's supposedly superabundant wheat 
surplus is melting under expanding demand for export 
and domestic consumption and for production of alcohol 
and synthetic rubber. A considerable portion of the 


1943 harvest may have to be piled on the ground for 
lack of grain cars to move it. Present holders of wheat 
are reluctant to sell, while processors hesitate to buy, 
until it is known if the Government will sanction an up. 
ward adjustment in flour price ceilings to conform with 
the higher loan rate on the 1943 crop. Pending more def. 
inite information on Government subsidies, packers and 
canners are afraid to continue normal production. De. 
partment of Agriculture says crop prospects on June | 
were the poorest in three years; but Food Administrator 
Davis lata that 1943 crops will be the largest on 
record, excepting 1942. 
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U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
Date 2Wk. Mo. 3 Mo. 6Mo. | Yr. Dec. 6 


June 16 Ago Ago Ago Ago Ago’ 1941 
28 Basic Commodities....... 176.2 176.3 196.1 176.2 171.8 166.5 156.9 
11 Import Commodities...... 167.5 167.3 167.6 166.8 163.5 162.6 157.5 
17 Domestic Commodities.. 182.0 182.4 181.9 182.5 177.4 169.0 156.6 


Date 2 Wk. Mo. 3 Mo. 6Mo. | Yr. Dec. 6 

June 16 Ago Ago Ago Ago Ago 194! 

7 Domestic Agricultural... 207.9 208.0 205.5 206.5 192.3 180.5 163.9 
U2 ROOMS ccs5.sccssss02-056ie 200.6 200.8 200.3 201.9 195.1 185.9 169.2 
16 Raw Industrials ......0....... 159.7 159.7 159.2 159.4 156.0 153.1 148.2 





COMMODITY FUTURES INDEX 
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85 . 
Average 1924-26 equal 100 
1943 1942 1941 1940 1939 1938 1937 
io 92.32 88.88 84.60 64.07 64.67 54.95 82.44 
RRL SS . 88.45 83.61 55.45 48.74 46.59 45.03 52.03 
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SPOT COMMODITY INDEX 
260 MAR. APRIL 1 MAY JUNE 
MOODY'S INVESTORS 
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15 Commodities, December 31, 1931, equal 100 
Copyright by Moody's Investor Service 


1943 1942 1941 1940 1939 1938 1937 
FUAESID) cssscseatocastorceaces 246.8 239.9 219.9 171.8 172.3 152.9 228.1 
LA sco bsswisvaspcserenenee 240.2 220.0 171.6 149.3 138.4 130.1 144.6 
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What's Ahead for the 
Bond Market 





(Continued from page 297) 


acted more disappointingly in the 
last few weeks. Speculative rail 
obligations are at the lowest level 
since mid-April and defaulted 
bonds are distinctly soggy. Since 
the turnover in listed bonds has 
been principally in these features, 
their weakness is an indication of 
a lack of faith in the rail situa- 
tion. The speculators reason that 
war is the cause of capacity traffic 
in the rails, and that the prospect 
of peace indicates a steep decline 
in revenue and with it an end of 
the earnings provision for marg- 
inal and defaulted bonds. 

The reasoning is much too glib. 
Many defaulted and marginal 
rail bonds are in the best position 
inmany years. During the 1936-7 
upswing in quotations, with a 
poorer cash position than today 
and with a much greater volume 
of preceding debt, with smaller 
revenues and far more antiquated 
equipment, the prices of these 
bonds were higher, and the sub- 
sequent recovery of the rails has 
confirmed the then optimism of 
buyers. 


Hence there are still good op- 
portunities to be found in this 
group. They have always been 
the best media for speculation in 
most periods of advancing earn- 
ings, for they reflect earnings 
gains before the common stocks 
and yet have pretty much the 
same room for improvement. 

The search for income in bonds 
must be confined to the large in- 
termediate group whose earnings 
and principal are secure (so far 
as present indications can carry 
us) but for which trustee and in- 
stitutional demand has been too 
small to command a premium be- 
cause of mere legality. Such 
bonds have been undervalued 
comparatively, and even if in- 
terest rates stiffen, they will be 
welcome additions to the port- 
folios of estates and universities 
and foundations, keen for yields 
better than those of the very 
highest quality senior obligations. 
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HEIL...! 


_ salute you, Fuehrer ... your dead 


warriors. 


They died... for what? Not Victory, for 
today the legions of decency are growing 
ever stronger. 


Here in America, millions of peace-loving 
citizens are willingly skimping on food .. . 
going without gasoline . . . working and in- 
vesting their savings to defeat you. 


Our vast industrial plants are pouring 
out munitions in ever greater quantity. 


From The Texas Company's refineries 
alone are coming millions of gallons of pow- 
erful 100-octane aviation gasoline, toluene 
for making ‘“‘block-busting’’ bombs and 
shells . . . and vast quantities of other war 
fuels and lubricants. 


Our armies have just begun to show their 
real strength. Our civilians are setting new 
records of production. To put an end to 
your militarism and murder. To restore the 
right to live in peace and freedom. 


THE TEXAS COMPANY 


TEXACO FIRE-CHIEF AND SKY CHIEF GASOLINES 
HAVOLINE AND TEXACO MOTOR OILS 














Answers to Inquiries 





(Continued from page 312) 
000,000. The book value of the 


common stock is approximately 
$29 per share. 

The company cleared up all 
dividend arrears on its preferred 
stock in 1942. No dividends were 
paid on the common stock from 
1931 to 1942, inclusive. In 
March, 1943, the company de- 
clared a 50 cent dividend on the 
common stock and designated it 
as a year-end dividend. It sold ex- 
dividend March 12th, payable 
April 7th, 1943. The company 
has not announced any dividend 
meeting for common stock action 
recently. 

While profits may be somewhat 
smaller this year, additional com- 
mon dividend payments may be 
expected from time time. The 
common stock appears promising 
as a low priced speculation. 


Conversion of Baldwin 
Lecomotive Bonds 


The undersigned holder of 1M Baldwin 
Locomotive Works 6% convertible series 
due 1950 has received “Notice of Redemp- 
tion” and “Notice of Conversion Priv- 
ileges” for conversion into V.T.C.—sixty- 
five shares $13.00 par value at rate of 
sixty-five shares per thousand dollar bond. 

Should the bond be sold at current 
price or tendered for common stock con- 
version? Your suggestion as to what 
action is deemed most advantageous will 
be appreciated.—M. J. G., Louisville, Ky. 


Baldwin Locomotive refunding 
6s have been called for redemp- 
tion August 2nd, 1943, at 105 
and will continue to be convertible 
into common stock up to the close 
of business that day. The penalty 
for failure to convert will be a 
substantial monetary loss as the 
difference between the redemption 
price and the current market 

rice is about $152 for each 
$1,000 bond. Assuming a price 
of 181% for the common stock, the 
market value of the 65 shares into 
which a $1,000 bond is convert- 
ible would be about $1,202.00. 

Baldwin Locomotive earned 
$4.23 per share on the common 
stock in 1942 as compared with 
$3.71 in 1941. It paid $1.00 
dividend in December, 1942, and 
recently declared 75 cents pay- 


able June 30th to stockholders of 
record June 14th. Undoubtedly 
another dividend payment will be 
made this year. The common 
stock appears to be a fair specu- 
lation at current market price. 
However, whether you should 
convert your bond depends largely 
on whether you wish to hold a 
bond of medium grade (Baldwin 
6s are rated B-1) or go into a 
more speculative security. If you 
prefer a better grade investment 
we would sell the bond. 


National Fuel Gas 


For several years we have possessed in 
our family a good sized block of National 
Fuel Gas Co. The company’s record over 
many years as regards the payment of 
dividends has been most satisfactory, 
although in recent years the earnings 
have been falling off. Recently, I under- 
stand that the Rockefeller Foundation in 
New York disposed of approximately 
412,000 shares or one half of its holdings 
to the public. Inasmuch as I derive a 
considerable portion of my income from 
dividends on this stock, considering it to 
be a good investment medium, would you 
advise me to continue to own the stock 
or would you prefer to advise selling it 
and investing the proceeds in some other 
security of good investment calibre? I do 
not need to dispose of the stock in order 
to raise cash. I gradually purchased 500 
shares at average price of 121% and 400 
shares were acquired through a legacy 
about two years ago.—G@. W. E., Buffalo, 
New York. 


This company was __incor- 
porated in the State of New 
Jersey in 1902 as successors to 
the National Gas Trust. Its sub- 
sidiaries supply natural and 
mixed gas to a large territory in 
western Pennsylvania, western 
New York, eastern Ohio and On- 
tario, Canada, serving a popula- 
tion of 1,325,355. The company 
has no funded debt or preferred 
stock, its capitalization consisting 
solely of 3,810,183 shares of no 
par value common. It earned 
83 cents in 1938, 95 cents in 
1939, $1.12 in 1940, 93 cents in 
1941 and 90 cents in 1942. Divi- 
dends have been paid regularly 
since the present shares were 
issued in 1927. The present divi- 
dend rate is $1 and has been paid 
for a number of years. The price 
range this year has been: high 
12; low 814; last 11. At the pres- 
ent price the income yield is 
9.09%. The company’s strong 
financial position has permitted 
the continuation of the $1 divi- 


dend rate although the earnings 
above shown indicate that it was 
not earned in several years. The 
highest this stock sold since 1937 
was 191% and the low was 8. The 
company has a stronge financial 
position. The latest available 
balance sheet as of December 31, 
1942, show total current assets of 
$14,947,701, as compared with 
total current liabilities of $4,815,- 
131, leaving net current assets of 
$10,131,770. Cash and time de- 
posits amounted to $6,864,416 
and the company’s _ sirplus 
amounted to $27,523,369. While 
we do not know the total value of 
your security portfolio, your 
holdings in this stock appear 
ample. While we see no valid 
reason to sell this stock at this 
time, we would prefer to see you 
have better diversification espec- 
ially if you are interested in cap- 
ital appreciation. 





For Profit and Income 





(Continued from page 305) 


dividend payment over the twelve 
years 1931-1942 was $2.96. Very 
few industrials—let alone rails— 
can match this. Debt interest has 
been cut about 26 per cent over 
the past six years, with fixed 
charges now at record low of less 
than $7,500,000 a year. Another 
$30,000,000 of bond debt is 


slated for retirement. 
Backward Groups 


From the recovery high of 
March to the early June high, 
our broad index of 273 stocks ad- 
vanced approximately 13 per 
cent. Over this period a rather 
long list of groups failed to go 
ahead and a few showed a net de- 
cline. Among the poorer-than- 
average groups in market per- 
formance for this recent period 
have been aircraft, machinery, 
metals, steel, shipbuilding, cop- 
per and brass, paper, tires and 
chemicals. The first six names 
have long been tagged in the 
popular mind as “war stocks” 
and their investment disfavor is 
nothing new. Paper is not in the 
“war stock” class but neverthe- 
less has, for other reasons, been in 
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persistent disfavor. Chemicals no 
doubt flattened out simply be- 
cause, no matter how great their 
investment merits, they were con- 
sidered high enough. Main trouble 
with the tire group since March is 
that it had previously gone up 
235 per cent in about eleven 
months. They don’t go up for- 
ever. 





Watch the World Go By— 





(Continued from page 289) 


enjoys parity in this strange 
black market. 

The Swedish premium over the 
dollar is much slenderer, because 
of the constant impeachments of 
Sweden’s neutrality in the House 
of Commons and by Russia, and 
it is there that one can see (since 
the dollar is at only a slight dis- 
count) that the actual discount 
on the dollar, for intrinsic rea- 
sons, hardly exists at all. 

The most entertaining feature 
of the whole business is yet to 
come. Once American victory be- 
comes clear to the most prejudiced 
understanding, then the scramble 
for dollars may reach opera- 
bouffe proportions. The German 
has annihilated the value of 
Polish, Rumanian, Bulgarian, 
Yugoslav, Greek, Occupation 
French, Occupation Belgian and 
other local currencies. The un- 
fortunate recipients of this forced 
currency, will try to race each 
other to get some real money by 
dumping as many of these notes 
as they can on the few possessors 
of pounds or dollars. They will 
try to get them to give up some of 
their dollars by multiplying the 
quotation they get in this com- 
pulsory money, which has no 
backing at all. Since the few 
Swiss francs could not begin to 
meet the demand, and since the 
blockade prevents this gentry 
from getting to Latin America, 
we may see dollars quoted at fan- 
tastic premiums in the very mar- 
kets where fools once tendered 
them for discounts. In this war, 
as in all others, once the tide 
turns, it is registered in outside 
markets by secret hand to hand 
transactions. This hidden chap- 
ter of the war will then come to 
its happy conclusion. 
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+>—=Westinghouse—9 
NEWSFRONT 


In wartime, our only business is Victory. To that end, Westinghouse is 
devoting all of its technical skill and “know how”—in seeking new 
production short cuts and in developing more efficient engineering 
and management policies. 





| 
oat 

i 

H z 
Stephen Silinsky, skilled Westinghouse worker, inserts tape-wound 
copper coils into a slotted steel ring. A rotating member—whirling past 
the coils at 235 miles per hour—will produce 3750 kilowatts in this 
Westinghouse generator. When completed, this generator will provide 


a U.S. Naval Air Station with its own power supply... for operating 
searchlights, ack-ack gun mounts, and other war weapons. 
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Every time you take a breath, 175 thunderbolts crash to earth some- 
where. To guard war industries and ordnance plants against destruction 
by lightning, Westinghouse engineers have devised this ingenious light- 
ning umbrella. The picture, taken at the Westinghouse High Voltage 
Laboratory, demonstrates the effectiveness of the new lightning pro- 
tection system—by guiding a man-made thunderbolt along the wire 
and into the ground. Westinghouse Electric & Manufacturing Company, 
Pittsburgh, Pa. Plants in 25 cities — offices everywhere. 
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Reconversion difficulties do not 
appear formidable. 

One very interesting group— 
into which radio, chemicals and 
electrical equipment overlap — 
consists of industries whose prod- 
ucts have gained and will hold a 
greatly expanded consuming mar- 
ket. These include electronics, 
plastics and plywood, aluminum 
and magnesium, alloy steels and 
air-conditioning. The war has 
also given a probably lasting lift 
to prefabricated housing tech- 
niques; also to powder metallurgy. 

Last we come to the outright 
war group — tanks, guns, naval 
ships, range finders, ammunition, 
etc. Here there is no non-Gov- 
ernmental demand in _ prospect, 
except for relatively unimportant 
volumes of blasting explosives 
and economically trifling volume 
in guns and ammunition for hunt- 
ing or sports use. The Govern- 
ment owns virtually all of the 
expanded producing capacity. 
Volume after the war will depend 
upon how rapidly the arms pro- 
gram is tapered off and subse- 
quently upon the maintenance, or 
modernization needs, of our per- 
manent defense establishment— 
the size and needs of which over a 
period of years is anyone’s guess 
at present. In this general class 
there is the least feasibility of 
converting plant capacity to non- 
war needs, so that the eventual 
question is* how much plant will 
be scrapped, how much main- 
tained in stand-by condition. The 
answer is of little direct invest- 
ment interest. For instance, what 
will happen to the tank arsenal 
operated by Chrysler Corpora- 
tion, for the Government, is a 
negligible question so far as con- 
cerns this company’s post-war 
volume prospect and the value of 
its stock. 


IV 


Government plant ownership is. 
naturally, largest in those fields 
where chance is lowest for post- 
war conversion or for full use of 
the new capacity. Thus, Federal 


money has financed over 99 per 
cent of plant expansion for ex- 
plosives and shell loading ; 96 per 
cent for shipbuilding ; 93 per cent 
for aircraft. In contrast, the per- 
centage is 71 for steel and iron, 
64 for machinery and electrical 
equipment, 56 for machine tools 
and 41 for petroleum and coal 
products. 

In dollar figures, according to 
latest available data, the Govern- 
ment had put approximately $4.5 
billions into ordnance plants; $3 
billion in aircraft plants; $2 bil- 
lion in shipyards; $3.5 billion in 
facilities for steel, synthetic rub- 
ber, aluminum, magnesium, avia- 
tion gasoline and other materials. 

With the exception of oil and 
chemicals, common stocks in the 
industries that now have an im- 
portant Federal-plant situation 
have always been speculative in 
more than average degree for 
cyclical or other reasons. Uncer- 
tainty as to how Government 
capacity will be disposed of or 
used—subject probably to more 
or less political agitation — be- 
comes an added speculative fac- 
tor. No doubt that is one reason 
why so many such stocks have 
been persistent market laggards. 


Increased Plant Account 


Aside from Government-plant, 
there has’ been a substantial cor- 
porate-financed plant investment 
in steel and in machinery and 
machine tool capacity. The un- 
easiness over surplus plant capa- 
city after the war may or may not 
be exaggerated—I think it prob- 
ably is exaggerated -— but as an 
adverse factor (for an unpre- 
dictable time) in investment and 
speculative psychology it can not 
be ignored. 

In the conversion period the 
financial strength — or weakness 
—of war-active companies _ will 
depend upon a number of factors, 
some of which are presently un- 
certain. The cash and the net 
working capital—also the various 
“special” reserves —- shown on a 
balance sheet at the end of the 
war may look very imposing, as 
compared with pre-war balance 
sheet figures—yet be no guaran- 
tee at all of actual financial 
strength. The solvency of ¢@ cor- 


poration depends upon its cash 
position, the value and liquidity 
of its inventories and bills re- 
ceivable, the amount of its obli- 
gations for taxes and bills pay- 
able, and, finally, its ability to ob- 
tain bank credit. 

The huge and continuous flow 
of Government cash is the dy- 
namic factor. When it tapers off 
as war contracts are progressively 
cancelled, war-swollen enterprises 
will be faced with a working 
capital problem. Previous ac- 
cumulation of the most conserva- 
tive possible reserve of cash will 
come in handy — but, on the 
whole, the seriousness of the work- 
ing capital problem will depend 
very largely upon the speed and 
equity with which the Govern- 
ment concludes final settlement of 
accounts with war contractors 
and upon the availability of in- 
terim credit arrangement, with or 
without Federal guarantee. 

At best, settlement of accounts 
with the Government — contract 
cancellations may total as much 
as, say, $75 billions against a 
tenth as much after World War I 
—will be a tremendous, time-con- 
suming job. To cite one very 
small, but illuminating instance, 
a certain $6 million contract was 
cancelled by the War Department 
in the autumn of 1942. More 
than four months passed before 
Federal auditors completed check- 
ing the books of this contractor, 
after which the books of some 20- 
sub-contractors had to be audited 
—so that six months after can- 
cellation the final settlement had 
not been finished. 

In the interest of orderly and 
effective industrial transition to 
peace, it is of the utmost import- 
ance that the Administration 
make specific plans now to sim- 
plify and expedite so far as pos- 
sible all the “paper work” in- 
volved in contract settlements, 
physical reconversion, etc., as 
well as otherwise safeguard the 
credit status of war contractors 
and sub-contractors. 

On the whole, however, it is 
probable that earlier fears of a 
wave of “working capital casual- 
ties” in the transitional period 
will prove to have been either un- 
founded or much exaggerated. I 
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am confident the political temper 
of the times will assure just and 
reasonable Government treatment 
of the corporations whose war 
production performance has been 
so magnificent, and that necessary 
and valid credit arrangements 
will be available during the un- 
avoidably extensive period of 
working out final contract settle- 
ments. 


The "Cushions" 


Moreover the “cushions” pro- 
vided by, or inherent in, existing 
corporate taxes will tend to sta- 
bilize earnings in the transition 
period —and therefore aid in 
maintaining financial soundness 
—much more greatly than most 
investors realize. These need be 
only briefly summarized: 


(1) The effect of an 80 per 
cent ceiling on corporate taxes is 
of itself to limit sharply net in- 
come fluctuations. Only 20 per 
cent of an increase or decrease in 
net before taxes comes through to 
net income. Even where corpo- 
rations are not subject to excess 
profits tax, the Treasury absorbs 
40 per cent of an increase or de- 
crease in pre-tax earnings. There 
seems virtually no chance that the 
80 per cent effective ceiling will 
be raised, though normal and sur- 
tax rate combined may be raised 
to 45 or 50 per cent, from pres- 
ent 40 per cent. This would not 
importantly affect the types of 
companies about whose post-war 
prospects investors are now most 
concerned. On the contrary, it 
would most affect some of the now 
popular “peace stocks.” 


(2) Most war-active companies 
by the end of this year will have 
accumulated rather large claims 
to post-war tax refunds, amount- 
ing to 10 per cent of excess profits 
tax payments on 1942 and 1943 
earnings. In the accompanying 
table the approximate total re- 
fund, as of the end of 1943, is 
presented for 16 representative 
war-producers and 4 representa- 
tive “peace stocks.” The calcu- 
lations are hased on balance sheet 
data for the year 1942 and esti- 
mates for the current year. In 
some cases these refundable sums 


by the end of 1943 will approxi- 
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The Flags are going up 
all over America! 


In this fateful hour, 130,000,000 Ameri- 
cans have pledged that we shall not fail. 
That is why every Army-Navy “E” 
that rises over the war plants of the 
nation causes American hearts to beat 
stronger with hope, with courage—and 
with renewed determination to fulfill 
their sacred pledge. For these flags are 
both a symbol of our strength... and 
a warning to our enemies that the day 
of their final destruction is drawing 


closer. 


Today, the Army-Navy “E” flies over 
the NiagaraFalls plant of the Mathieson 
Alkali Works. From this plant a contin. 


PRO LL Ee 


The MATHIESON ALKALI WORKS (Inc.) 
60 East 42nd Street, New York, N. Y. 


HIQUID CHLORINE... SODA ASH... CAUSTIC SODA... BICARBONATE OF SODA... BLEACHING soak ocd hese cmnamn oom 


uous stream of chemicals flows into the 
nation’s war industries...chlorine, caus- 
tic soda, ammonia, sodium methylate, 
sodium chlorite and high test calcium 


hypochlorite. 


To the friends and industries who look 
to Mathieson for many of their essen- 
tial chemical requirements, we express 
our appreciation for their cooperation 
and forbearance which has helped us 
maintain a record production of war 
materials. Teamwork like this| will help 
raise other “E” flags over America’s 
war plants—and will help keep them 


flying at full mast until victory is ours. 


CHEMICALS 


— 


ANHYDROUS ond AQUA... FUSED ALKALI PRODUCTS . .. SYNTHETIC SALT CAKE... ORY ICE... CARBONIC GAS. . SODIUM CNLORITE PRODUCTS ~ 





mate a full year’s net income at 
1942 levels. That appears to be 
true, for example, of Bethelem 
Steel, American Locomotive, 
Eaton Manufacturing Company, 
Chicago Pneumatic Tool, and 
National Acme. Among most of 
the others tabulated, the amount 
is equal to anywhere from 50 per 
cent to 90 per cent of a full year’s 
net income at 1942 rate. In the 


case of quite a few “non-war” 
companies, it equals from a sixth 
to a third of a year’s net income. 
(3) Probably more important 
than the EPT refunds—though 
not subject to any advance calcu- 
lation—is the tax relief adjust- 
ment provided for corporations 
under section 204 of the Revenue 
Act of 1942. Briefly, it works 
like this: If a corporation has a 
321 























What Is the Present 
Undertone Condition 
of the | the Market? 
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We tabulate the price-change-volume 
action of ALL round lot issues traded. 
This factual information is generally 
of interest to serious-minded and 
experienced investors. We will be 
pleased to furnish you our latest re- 
port covering the present situation. 

Write for Report M-13. Send 
$1.00 to cover costs. Available to 

new inquirers only. 


LOWRY and MILLS 
250 Park Ave., New York, N. Y. 
Publishers, Price-change-volume tabulations. 


Daily releases from 
New York, Chicago, Los Angeles. 

















poor year in 1944 it may apply its 
unused excess profits tax credit 
for that year against the excess 
profits on which taxes were paid 
in either of the two preceding 
years—that is, 1943 or 1942— 
thus recapturing — substantial 
amounts of taxes previously paid. 
This provision saved General 
Motors approximately $28,000,- 
000 on 1942 taxes, since in that 
year of conversion to war work it 
had subnormal earnings. It would 
save vital sums of actual cash to 
any war-contractor whose busi- 
ness slumped after the war. 

In the abstract, a very logical 
case can be made out for “peace 
stocks” as against “war stocks”; 
but investment policy is — or 
should be —a concrete matter. 
The so-called war stocks—a great 
majority of which were making 
at least some money, often pretty 
good money, for many years be- 
fore the war—are much more de- 
pressed in price than the popular 
“peace stocks,” which have been 
leading the bull market for more 
than a year and which in many 
instances probably will be found, 
when the war ends, to have over- 
discounted post-war prospects for 
a goodly time ahead. The con- 
crete question that the investment 
holder must answer to his own 
satisfaction is whether the price 


322 


differential, founded partly on 
realities and partly on “mob psy- 
chology,” is or is not excessive. 

Of course, it does not pay to 
buck the popular consensus pre- 
maturely—but neither does it pay 
to follow it to extremity. As a 
general rule, it seems late in the 
day to get indiscriminately bear- 
ish on “war stocks” and | indis- 
criminately bullish on “peace 
stocks.” It will be well to regard 
these loose labels with a question- 
ing mind and concentrate on the 
individual advantages—or disad- 
vantages—attaching to the stock 
you hold or ponder buying. 





Reappraisal of the Rails 
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been strengthened. The better 
grade issues will also have im- 
proved their position. Louisville 
and Nashville will have reduced 
its charges by over $1 million in 
the past five years, or approx- 
imately $1 per share; Great 
Northern, including savings of 
interest on bonds currently being 
called, will have reduced charges 
$6.5 million or over $2 per share: 
Atchison, including retirement of 
California Arizona 414s, will have 
reduced charges by $2.5 million 
or over $1 per share; and even 
Pennsylvania, handicapped in its 
debt retirement program through 
need of large expenditures to 
complete the electrification of its 
main line west of Harrisburg, 
and south to Washington, re- 
duced charges some $3.5 million 
or slightly over $0.25 per share. 
Even without further continua- 
tion of the war, these companies 
have done a fine job in reducing 
debt, and improving the position 
of their equities; should the war 
continue well into 1944, further 
debt retirement with subsequent 
further strengthening of this 
equity position is virtually as- 
sured. 

However greatest discrimina- 
tion is necessary in the case of the 
so-called marginal or borderline 
roads. There are two groups of 
securities within this classifica- 
tion: (1) those who have already 


gone a long way in building up 
cash and/or retiring sizable 
amounts of debt, thus bolstering 
their credit status, even assuming 
cessation of hostilities in the rela- 
tively near future, and (2) those 
roads whose financial burden is 
such that it seems unlikely that, 
even were the war to continue well 
into 1944, their credit would ever 
be restored. In the first segment 
of this group are Suothern Rail- 
way and Southern Pacific, both 
of which have already been men- 
tioned, and possibly both Bur- 
lington and Texas & Pacific— 
though not to be the same degree 
as the Southern and the Southern 
Pacific. The second group con- 
sists of such roads as New York 
Central, Atlantic Coast Line, 
Kansas City Southern, Nickel 
Plate (large preferred stock ar- 
rears), Northern Pacific, Pere 
Marquette (large preferred stock 
arrears), Baltimore & Ohio, IIli- 
nois Central and Katy. This 
does not purport to be an all in- 
clusive list but is typical of what 
we have in mind. 


Last group is the reorganized 
roads, as well as those undergoing 
reorganization with plans ap- 
proaching the consummation 
stage. Possessing advantages of 
Capital Funds (from 2 to 3% of 
gross),and Sinking Funds (14 of 
1% of total issue outstanding) 
some of these reorganized equities 
may well be entitled to ratings 
higher than justified by their cur- 
rent prices. Yet on the whole, 
most reorganization equities are 
far away from the property, 
hence pretty thin, and even ad- 
mitting that capitalization was 
reduced drastically in the reor- 
ganization process, great study 
and selectivity is needed in this 
group, even as in the borderline 
equities. The desirable equities 
are relatively few in number, 
Erie, Gulf Mobile, and possibly 
Western Pacific and Soo, both of 
which have a residual value since 
both roads are “re-organization 
proof”—with no fixed charges to 
be outstanding subsequent to re- 
organization. (Western Pacific 
has planned to issue a new mort- 
gage issue but it appears that 
this issue will be paid off imme- 
diately following emergence from 
reorganization, leaving the road 
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free of any fixed charges what- 
ever.) 

However, we must again em- 
phasize the importance of the 
length of the war and the inci- 
dence of cash. For as of March 
31st, 1943, gross free cash of ihe 
Atchison totaled $63 million; 
Coast Line, $16 million; Balti- 
more & Ohio, $31 million; Illi- 
nois Central, $31 million; Great 
Northern, $21 million; Louisville 
& Nashville, $30 million; New 
York Central, $72 million ; North- 
ern Pacific, $37 million; Pennsy]- 
vania, $101 million; Southern 
Pacific, $81 million; Southern 
Railway, $18 million, and Union 
Pacific, $80 million. In the case 
of the reorganization roads, this 
showing is even more impressive, 
St. Paul having $68 million; 
Northwestern, $73 million; Mis- 
sourl Pacific, $83 million; New 
Haven, $35 million; Frisco, $24 
million; Rock Island, $40 mil- 
lion; Seaboard, $28 million, and 
Western Pacific, $11 million. For 
as previously indicated, the longer 
the war lasts, the larger the cash 
balances, and it is only from such 
cash balances that debt can be 
retired. Therefore, the investor 
must first decide for himself as to 
how long he thinks the current 
conflict will last; then he must 
study the cash position of each 
individual road and project the 
amount of probable debt reduc- 
tion that can be affected. In the 
last analysis, this is the test as 
to whether or not any narticular 
equity has potential value for 
either retention or repurchase 
subsequent to the sharp reaction 
incidental to the development of 
a “peace psychology.” 


Caution is necessary at this 
juncture since the development of 
peace psychology would in all 
likelihood provide a severe jolt 
marketwise. Decline is not apt to 
go far, however, since the market 
has not been too liberal in ap- 
praising railroad earning power 
under war conditions. After tak- 
ing into consideration the prob- 
able length of the war and the in- 
cidence of cash, selling should be 
concentrated in certain borderline 
equities as well as those of the re- 
organized carriers. Selective new 
purchases should await more op- 
portune price levels on reaction. 
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beyond even the present high 
levels and under these circum- 
stances equity values in plant and 
productive equipment must con- 
tinue to increase in value and in 
price. This being so, the United 
States will emerge from the war 
as the most powerful nation on 
earth. 


That $8 Pound 


Discussion of the $8 pound, 
therefore, is without a reasonably 
logical base. All we can say for 
it is that it represents the price 
at which “hot” Axis-held dollars 
are selling on the black markets 
without regard to their true 
value. In responsible circles, 
where prices are really established 
and accepted, the dollar is priced 
at $4 to the British pound. In 
this connection it is well to re- 
member that the parity price of 
$74.80 for gold in Bombay is 
equivalent to 18 pounds Sterling 
a fine ounce, or at the same parity 
of $4 now prevailing. It is also 
significant that British securities 
are selling at about a sixth more 
in London than in New York; 
this implicitly ratifies a parity of 
$3.46—a far cry indeed from $8! 
These figures represent a respon- 
sible attempt at equilibrium be- 
tween the values of the United 
States as compared with those of 
the British Empire. 

Those in London who have 
urged that the pound be valued 
at $8, because they considered 
that our lease-lend activities had 
reduced our assets and by impli- 
cation strengthened the monetary 
status of the United Kingdom 
and many of the Dominions, are 
presenting an entirely fallacious 
premise. Actually the amount of 
our lease-lend is small in com- 
parison with our assets—but high 
when compared to British assets. 
All in all we have sent about 
$4,000,000,000 worth of lease- 
lend aid to Britain, while British 
lease-lend in return has amounted 
to about $1,500,000,000. On the 


other hand our capital invest- 
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AMERICAN CAR AND FOUNDRY 
COMPANY 
30 CHURCH STREET 
NEw York, NN; wi 


There has been declared, out of the earnings 


of the fiscal year ended April 30, 1943, a 
divid+nd of one and three-quarters per cent 
(134%) on the preferred capital stock of this 
Company, payable July 1, 1943 to the holders 


of record of said stock at the close of busi- 
ness June 25, 1943. 
Transfer books will not be closed. Checks 
will be mailed by Guaranty Trust Company 
of New York. 
CHARLES J. HARDY, President 
Howarp C. Wick, Secretary 
fume 15, 1943 





DIVIDEND 
ARMOUR AND COMPANY OF DELAWARE 


One June 4, a quarterly dividend of one and 
three-fourths per cent (1%%) per share on 
the Preferred Capital Stock of the above 
corporation was declared by the Board of 
Directors, payable July 1, 1943, to stock- 
holders of record on the books of the Com- 
pany at the close of business on June 23, 1943. 


E. L. LALUMIER, Secretary. 








LOEW’S INCORPORATED 


“THEATRES EVERYWHERE”’ 
June 10, 1943 
‘THe Board of Directors on June 9, 
1943 declared a dividend at the rate of 
50c and 50c extra per share on the outstand- 
ing Common Stock of this Company, pay- 
able on the 30th day of June, 1943 to stock- 
holders of record at the close of business on 
the 22nd day of June, 1943. Checks will be 


mailed. 
DAVID BERNSTEIN, 
Vice President & Treasurer 








UNITED FRUIT COMPANY 
Dividend No. 176 
A dividend of fifty cents per share on the 
capital stock of this Company has been de- 
clared payable July 15, 1943, to stockholders 
of record at the close of business, June 24, 


1943 
LIONEL W. UDELL, Treasurer. 





UNDERWOOD ELLIOTT FISHER co. 

The Board of Directors at a meeting held June 
10, 1943, declared a dividend for the second quar- 
ter of the year 1943 of 50¢ a share on the Com- 
mon Stock of Underwood Elliott Fisher Company, 
payable June 30, 1943, to stockholders of record 
at the close of business June 21, 1943. 

Transfer books will not be closed. 

Cc. S. DUNCAN, Treasurer. 





The Western Union Telegraph Co. 


DIVIDEND NO. 265 
A dividend of 50 cents a share on the capital stock of 
this company has been declared, payable July 15, 1943, 
to stockholders of record at the close of busIness on 
June 18, 1943. 


June 8, 1943 G. K. HUNTINGTON, Treasurer. 





ments have greatly increased, 
while the permanent capital losses 
inflicted on Britain in the Far 
East, and elsewhere, have been 
enormous. Of additional import- 
ance is the weakening of her 
creditor position against India, 
the Empire, the United States 
and the Argentine, where British 
funds previously were heavily in- 
vested. It is well to remember 
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that in the past Britain has pur- 
chased goods partly with her in- 
come and partly with her exports: 
that, as a result of the war, she 
has lost considerable income which 
will affect her purchasing power 
after the war, and change her 
economic position. 

These are basic facts which 
have not been properly evaluated 
by those who have campaigned 
for an $8 pound. That Britain 
will find means of recouping some 
of her losses in Africa is very 
evident but, at the same time, the 
United States is bound to broaden 
her export position as a result of 
victory. 

We can assume that the British 
will seek to maintain their posi- 
tion wherever possible. London 
holds great reservoirs of deposits 
and we can expect that every 
means will be employed to exert 
pressure on these assets but, ulti- 
mately, she must settle at a real 
economic level — and that means 
the pound at less than present 
parities to the dollar. Therefore, 
the United States must not in any 
way be stampeded into taking 
action other than that which ac- 
cords with the true facts and a 
realistic appraisal of the whole 
situation, which must include a 
careful working out of our re- 
spective spheres in the economic 
world after the war, with gold as 
the base for currency and credit. 





Post-War Competitive 
Trends 





(Continued from page 287) 


post-war demand will probably be 
good, the company most likely 
will be forced back to a marginal 
position once boom conditions are 
over. Servel, maker of the elec- 
trolux (gas operated) refrigera- 
tor, has done somewhat better. 
Its product is popular in the 
natural gas area and the com- 
pany has an efficient sales or- 
ganization, kept intact during 
the war. While prospects are fair, 
competition will hold down marg- 
ins and growth possibilities are 
not impressive. 

Air-conditioning, in the post- 
war era, is expected finally to 
come of age. Thus far, it was a 
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pioneer industry and as_ such 
little productive of profits. In 
the years to come, it should have 
vast possibilities but in this field, 
too, lines have already formed 
which heavily favor the larger 
companies. Carrier Corp., a 
pioneer in air-conditioning has 
developed a wide range of equip- 
ment although originally special- 
izing in industrial and heavy in- 
stallations. Its future growth will 
lie in the marketing of progres- 
sively lower-priced standardized 
units. Though in on the ground 
floor, the company has yet to 
demonstrate whether it can com- 
pete successfully with General 
Motors, General Electric, Chrys- 
ler, American Radiator and 
others. While carrying on ex- 
tensive research, the company’s 
financial position is somewhat re- 
stricted. This may hamper cul- 
tivation of the large market pre- 
sumably available in the resi- 
dential field where ability to 
compete and reduce initial costs 
of equipment will be the determin- 
ing factor for success. Consider- 
ing this, it appears that the ad- 
vantage lies rather with the larger 
companies, ever more active in 
this promising field; competition 
however will be keen. 

Equally competitive is the field 
of heating equipment; but two 
companies, Holland Furnace and 
Iron Fireman should make a 
better than average showing. 
Both are leading makers of auto- 
matic stoking equipment which 
due to the war-induced switch 
from oil to coal heating is finding 
a rapidly growing market. This 
trend should continue after the 
war and offer excellent oppor- 
tunities. Both are also important 
factors in space heating equip- 
ment, oil and gas burners. Hol- 
land Furnace additionally makes 
two types of air-conditioners, one 
in conjunction with a warm-air 
heating system. It should find an 
increasingly valuable outlet in the 
residential field where automatic 
stokers too have a large untapped 
market, only 810,000 units being 
in operation at the end of 1940. 
Florence Stove and Kalamazoo 
Stove, important makers of cook- 
ing and heating equipment should 
also profit from post-war demand. 
Sears is an important outlet for 
Florence Stove Co.’s products but 


the markets of Kalamazoo Stove 
Co. are mostly rural. While the 
latter has done not too well prior 
to the war, it should profit from 
the sharp increase in agricultural 
purchasing power. 

In the radio field the post-war 
era may be expected to witness 
further crystallization of trends 
hitherto observed, that is more 
rather than less concentration 
with the result that the field at 
last may become somewhat more 
profitable—for the major factors. 
Thus far, despite tremendous ex- 
pansion almost to the saturation 
point, it was peculiarly barren of 
returns. First heavy overhead oc- 
casioned by the rapid expansion 
process and large development 
costs, then fierce competition saw 
to that. The record of Radio 
Corp., leader in the field, is well 
known. Out of the large number 
of companies originally in the 
field, only few survived. Even 
fewer managed to pay moderate 
dividends. Besides Radio Corp., 
only Philco, Crosley and Zenith 
and a very few others emerged as 
paying propositions but all are 
still far from having reached in- 
vestment maturity. The advent 
of television and electronics is in- 
jecting another competitive ele- 
ment which bids fair to com- 
promise the earnings potentiali- 
ties finally chrystallizing in the 
radio field proper. 

Let us hope that post-war com- 
petition will be on a different 
plane than the deadly battle dur- 
ing the last decade or longer. In- 
creasingly freed of debt and fixed 
charges, RCA, at any rate, should 
begin to reap the reward of the 
patient pioneer and capitalize on 
its extensive research and de- 
velopment work. Phileo and 
Zenith should also strengthen 
their position while the outlook 
for Crosley, in view of its small 
resources, does not appear too 
promising. Besides radio, all of 
the smaller companies are en- 
gaged in other fields such as air- 
conditioning (Philco, Crosley), 
electric appliances (Crosley, Zen- 
ith) and storage batteries (Philco, 
Zenith). Such diversification will 
stand them in good stead when 
the post-war going in_ radio 
should get tough. Everything 
considered, RCA and_ Philco 
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should make the best progress 
and introduction of television, af- 
fording higher margins, should 
bolster earnings all around unless 
ruinous price wars crop up. How- 
ever, invasion of the radio field by 
such giants as GE, Westinghouse, 
even General Motors, is a factor 
not to be ignored in appraising 
the outlook. 

With the return of the auto- 
mobile assembly line, the tire in- 
dustry, now exclusively in war 
work, will revert to its role as an 
important supplier of consumer 
durable goods. Demand no doubt 
will be staggering which should 
alleviate the strongly competitive 
situation characteristic of the in- 
dustry in pre-war days. One im- 
portant factor, price, and_ its 
effect on sales, cannot be foreseen 
today as it is impossible to say 
whether natural or synthetic rub- 
ber will be the raw material of the 
future. However, in price as well 
as in the matter of raw material 
supply, all companies are likely 
to be in the same position, and in 
that respect fairly evenly 
matched for the struggle ahead. 
In other respects, however, there 
exist certain differentials. U. S. 
Rubber, due to the du Pont in- 
fluence, is probably the outstand- 
ing example of efficiency in the 
rubber industry. Additionally, 
as a result of its tie-up with du 
Pont-General Motors, it is the 
principal supplier of the latter, 
an important advantage. Fire- 
stone and Goodyear, by greater 
decentralization of their plant op- 
erations, enjoy a cost-advantage 
over Goodrich whose operations 
still largely center in the high- 
wage district of Akron. Through 
operating efficiencies, Goodrich of 
late has overcome part of this dis- 
advantage which was responsible 
for restricted earnings in the 
past. Should synthetic rubber 
become the future raw material, 
an element of stability, hitherto 
lacking, would enter the tire 
situation which should vastly im- 
prove the future status of all 
companies and do away with the 
threat of heavy inventory losses 
of the past. In the immediate 
post-war period, due to the huge 
demand, tire price wars appear 
pretty much out of the question; 
this should particularly benefit 
Goodyear, despite diversification 
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efforts still primarily a tire maker 
(75% of output) while Fire- 
stone’s stable earning power, due 
to manufacture of a wide list of 
mechanical rubber goods, should 
be further enhanced. 

Floor coverings, another im- 
portant consumer durable goods 
field, have interesting post-war 
possibilities. Past competitive 
trends within this group, that is 
between hard-surfaced and soft- 
pile floor coverings, represented 
competition between commodities 


rather than anything else. The 
hard-surfaced coverings which 


lost ground during the twenties, 
since 1929 have gained over their 
less durable rival, according to 
earnings trends. In fact, the 
makers of hard surfaced cover- 
ings had a relatively good depres- 
sion record and no group of 
manufacturers showed greater 
ability to overcome adversity than 
those friendly enemies, Arm- 
strong Cork and Congoleum- 
Nairn. Now affected by war re- 
strictions, their prospects of a 
vigorous post-war comeback are 
excellent, as are those for the rug 
and carpet makers of which Bige- 
low-Sanford and Mohawk Carpet 
should lead the field. The outlook 
for Artloom, due to a restricted 
financial situation, is less promis- 
ing but greater efficiency from 
plant modernization may improve 
prospects. 

Typewriter companies, while 
not strictly makers of consumer 


durable goods, have invaded the 
latter field with the expanding de- 
mand for portables for home use. 
This trend which has important 
potentialities should especially 
favor Royal Typewriter and in 
lesser degrees Smith-Corona 
which also successfully cultivated 
this field. 

In sizing up the post-war out- 
look, it must be borne in mind 
that most industries, but in the 
first instance the automotive, re- 
frigerator and office equipment 
manufacturers, face engineering 
and governmental problems in re- 
suming civilian production; a 
good many also face difficult mar- 
ket problems connected with the 
rebuilding of their sales or dealer 
organizations. These factors may 
weigh heavily for or against any 
given company but for obvious 
reasons cannot at this time be 
given proper value. There is an- 
other important imponderable. It 
comprises the effects of war-born 
improvements of any given prod- 
uct, possible changes in distribu- 
tion method and/or price policy. 
From the standpoint of competi- 
tion, it is already clear that 
spurred on by their war produc- 
tion experiences, or simply by the 
necessity to diversify in order to 
survive, many concerns will be 
reaching out of their established 
lines of business to fight for a 
share of other markets. 

All this places a premium of 
differential advantages which 


325 











cannot always be brought out by 
statistical analysis, such as flex- 
ibility in reconverting or switch- 
ing to other fields. At the same 
time, investment analysis cannot 
predetermine the wisdom of an 
expansion program for a given 
management under any given set 
of conditions, not even boom con- 
ditions. At most, it can be 
stressed that expansion is more 
safely financed without recourse 
to borrowed funds. This tends to 
show that constant watchfulness 
will be required of the investor as 
the post-war outlook is assuming 
sharper outline. While the poten- 
tialities, as they appear today, 
have been fairly well discounted 
marketwise, they are always sub- 
ject to change. This should never 
be lost sight of. 





The Steel Industry 
Marketwise 





(Continued from page 303) 


almost no resemblance to the 
crude production of 25 years ago, 
the impact of fairly inelastic 
costs means that for all except 
the specialty producers, the inves- 
tor must keep his attention fixed 
primarily on volume, the key to 
profits. Technical advances, how- 
ever impressive, are not quite so 
important as in most other in- 
dustry. 

Among steel stocks in a spec- 
ially favored position, Inland 
ranks high. Although the war has 
shifted emphasis from its light 
steel production to plates for 
shipbuilding, its peacetime earn- 
ing ratio to invested capital is the 
decisive element for appreciation. 
In 1935-9 it averaged over 8%, 
better than the group, and its 
wartime gains make its earning 
future still brighter. It is under- 
valued on a price-earnings ratio 
compared to other steel stocks. 
Alleghany-Ludlum, limited to 
alloy steels. and specialties, will 
meet post-war competition in 
these fields with a new product, 
Pluramelt, in which carbon steels 
are surfaced with high alloy 
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steels. Since this product remains 
unaffected when in use by any 
variable factors, its dependability 
assures it a wide market at good 
prices, especially in auto manu- 
facture. Dependability in proces- 
sing is so desirable as to receive 
a good premium. Its quotations 
have shown good resistance, even 
in poor stock markets. 

Acme Steel is extremely effi- 
cient, very well co-ordinated, 
specializing in strip steels and a 
long line of specialties, in which 
skilled labor is essential. As 50% 
of its normal business is in the 
automobile industry, if the con- 
templated revival takes place in 
car production, it should earn 
more than in 1939, when it made 
$5.82. Short of bad automobile 
production, there seems little 
reason to expect that its average 
earnings will not be more than 
the $6 average indicated for six 
peace years, except for 1938. The 
floating supply of the stock is 
small, as the management clings 
to its large holdings; on the face 
of it, a favorable sign. 

National Steel is a large pro- 
ducer, whose 1939 peace business 
grossed 132 millions. It has had 
less wartime expansion than any 
large producer, and it is in the 
most advantageous position to 
fabricate light steel cheaply, in 
peace, without too much disloca- 
tion. It has a good container 
trade (about 20%) and it has 
added greatly to its properties, 
being distinguished for consistent 
technical progressiveness. Even 
in the 1938 dip it fared better, 
relatively, than any large pro- 
ducer. Peace earning power, on 
the basis of then demand, was 
over $6; prospects seem reason- 
able for post-war earnings some- 
what higher. 

Rustless is typical of the stain- 
less producers. A large part of its 
capital is owned by American 
Rolling Mills. Stainless Steel is 
certain to increase in use, secu- 
larly, in the arts, in construction, 
in razor blades and other delicate 
steel uses; certainly in surgery, 
medical and dental. It is climb- 
ing as an earner: its pre-war net 
was on the thin side, but it shows 
steady improvement. It has 
special processes for stainless 
steel, which are increasing the 
popularity of its production. 


Among the old heavy pro- 
ducers, Bethlehem has been most 
affected by the war, since plate 
making for shipbuilding is its 
forte. While it can depend on 
structural steel to counterbalance 
the shipbuilding loss, yet as its 
integration is less than U. S. 
Steel, it lacks comparative war- 
peace transition attractions. It 
will, however, be a good earner in 
a building revival, though not so 
spectacular as in wartime. Pes- 
simism is overdone, because the 
slump in billings will look theatri- 
cal when the war is over (for some 
time, that is). At a ratio of less 
than ten times pre-war earnings, 
say, on an estimate of not more 
than $5 a share, it always has 
possibilities. Above that it is a 
wager on the continuance of ship- 
building contracts, primarily. 


Youngstown, by veering more 
into pipe production has a better 
profit margin, and may recover 
more easily among the heavy pro- 
ducers. Jones & Laughlin, with 
its really extreme high ratio of 
capital to sales and permanently 
high overhead costs, is a direct 
expression of heavy steel volume. 
But its ordnance work is tempor- 
ary and, despite the Otis Steel ac- 
quisition, the peacetime earnings 
record, is so unimpressive that it 
is the least attractive in its group. 
The ratio of present price to 
peace earnings is still rather high. 


In face of the post-war per- 
spectives and wartime earning 
power (even if reduced by re- 
negotiation and taxes) the steel 
and iron industry as a whole has 
been undervalued with reference 
to other groups and it presents 
many investment possibilities. It 
has survived prophecies of dis- 
aster from everything from orig- 
inal watered stock to scrap steel, 
from obsolesence to substituted 
materials, from the threats of in- 
solvency to a really topnotch 
capital position. It will probably 
show that its longterm earning 
power has also been wrongly ap- 
praised by the stock market of 
June, 1943. If you think the 
market consensus is infallible, I 
remind you of how wrong was the 
optimistic majority of 1929 and 
the pessimistic majority of June, 
1932. 


THE MAGAZINE OF WALL STREET 


SS ae 


a —— =< a & @tie te hCUCUllCU 


a a a ee eee ae a 











JU 


















































o- 
- The F t Will Advise Y 
te e orecas i vise OU... 
its 
on 
> Wher to Sell... As Well As 
its 
we ‘, What and When to Buy 
tt Geared To Today's Markets 
in For Protection — Income — Profit Witt 2457 points profit . . . and only 11 points loss... 
sO Short-Term R Dettons tor Prete made available on our open and closed recommendations in 
‘S- - Mainly common stocks but preferred the past six months, our subscribers have the assurance ef knowing 
he stocks and bonds are included where out- | ne h inf — k fi 
L standing price appreciation is indicated. eee we sha te them informed when to take profits . . . to 
i. what extent t itted ... i iquid. 
a itis Cetin . lai extent to be committed when to be entirely liquid 
in the low-priced brackets that meet the : ; : : 
SS same qualifications for nearterm market This counsel is particularly important and valuable on speculative 
8, profit. holdings . . . anticipating the extent to which the market is likely 
“ Rec - d stam, few a pecan to settle back to consolidate its gains and establish a new base for 
> ell, a ee a ae an extension of its recovery. Our objective is to preserve your 
‘a surplus funds and market profits. capital in addition to uncovering opportunities for its growth. 
7 Low-Priced Situations for Capital Build- 
ing . .. Stocks in which you can place ‘ . , 
re aaa see for large percentage gains We Believe We Can Serve You Well 
— over the longer term. re 
el is , nae” In The Vital Months Ahead 
, tions alyzed ... Pertinent 
= details as to position and prospects are given : : 
h on securities advised. As the market continues its long-term uptrend, as new profit 
sf Wien to Bee . . « ond When to Se... opportunities develop, we sincerely believe that you can make real 
y You are not only advised what to buy but investment progress with Forecast Service. Of course, selected 
+ pie ot lis Dect ea ™ situations will do much better than the market and bring substan- 
D, to be entirely liquid. tial appreciation to their holders. 
a Market Forecasts . . . Every week we re- ! ; ; 
.- view and forecast the market, giving you We feel that we can help you concentrate your capital in such 
Ss 1 es oe ied securities to a high degree. Our analysts will check continuously 
it for comparison. the movements of the market and of individual securities, and 
). Telegraphic Service . . . If you desire we keep all your commitments made on our recommendations under 
0 will telegraph you in —— of de constant supervision. You will never be in doubt as to what action 
<i cisive turning points or market movements. 1 
- Consultation by Wire and by Mail . os 
o pe —_ Lcd gomgongel a -— In this—our 25th Anniversary Year—we are proud that our 
; eon my time . .. by wire and by mail. clientele has increased nine-fold in the past six months. We look 
, Added Servlees . .. forward to meriting this confidence through our service to you 
s : ; . and suggest that you enroll today to receive: (1) Our initial val- 
. Business Service . . . Weekly review and bl : ey oy eee eu Pe 
: forecast of vital happenings as they govern uable report on your holdings; (2) Our forecast of the next im- 
s ped outlook for business and individual portant market move; (3) Our advice on what and when to buy 
t winnie and when to sell. 
- Washington Letter . . . “Ahead-of-the-news” 
” weekly reports from our special corres 
3 pondent on legislative and political devel- 
: opments weighing their effects om ate Seeman MAIL YOUR ENROLLMENT TODAY #= === =n many 
] business and securities. ' | 6-26 5 
‘ | THE INVESTMENT AND BUSINESS FORECAST i 
1 : of The Magazine of Wall Street, 90 Broad Street, New York i 
odeiil ) —— Offer! I enclose [ $40.00 for 6 months’ subscription; [J $75.00 for a year’s subscription. 
> : . i 0 Airmail fiig Bulletins Fo. Me. onset oO ee me cin at _ ong ys i 
= a 1 1 
: 6 set $40 | GEreebes = SR ml 
i i 
12 MONTH $75 Po Name ..... cee eee eee ee cece een e ere neeeeeneeeeennecsseceseeecssesennssseeeenseees 
SERVICE Sf WOM sca ccasacns ain ccovensandenaiv icincsts val aca ops cabueiieetelaes 
| - ccataaal coca jhe, tasativercend oll Aik Cr TE Tee wees MMM crveccccenecceenes 
' pie yr . one wd $75. Your subseri ay shall not be assigned at po 4 to 12 of your securities for our initial 1 
uodscriptions to Ff orecas ervice any time without your consent. report. 
are deductible for tax purp J ; 
JUNE 26, 1943 327 














UNITED CARBON 
COMPANY 


Carbon Black 
IN Qopatige] i Clot 


feTerse) iat: 


Executive Offices 


CHARLESTON, W. VA. 


Sales Offices: 


NEW YORK - AKRON - CHICAGO 








Market Status of 
Chemical Stocks 





(Continued from page 295) 


not continue and which have been 
analyzed above. 

Relative to industry as a whole, 
chemicals earned more. The 916 
industrial companies — usually 
cited, earned 3.7 billions in 1929, 
or 23 times what the chemical 
companies earned. In_ 1982, 
American industry produced an 
actual slight deficit, while chemi- 
cals still earned something. By 
1937 general industrial earnings 
were 2.9 billions, still well under 
1929, while chemical earnings 
were 1 to 17 as against total in- 
dustry, a marked gain from the 
1 to 23 ratio at the top of the 
former cycle. Between two earn- 
ings summits, chemicals had risen 
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relatively by nearly a third. But 
in 1940, the last year funda- 
mentally on a peace basis, chemi- 
cal earnings were 1 to 17 equally, 
so that the permanent improve- 
ment seems confirmed. That it 
sank to almost the old ratio later 
on is not relevant. For most in- 
dustries, capital and materials 
were largely government supplied 
for needed expansion, whereas the 
chemical industry was nearly en- 
tirely self-financing. 


Like the Man from Mars, let 
us ask what an investor should 
have paid as a premium above the 
market, for what we now know 
really occurred. Suppose that, 
in the first year of recovery 
(1934) he had to chose between 
chemical stocks and _ industrial 
stocks in general. From 1934 to 
1940 inclusive, for seven years, 
he could have paid on the follow- 
ing basis: 

In those seven years, ordinary 
industrials that earned 1.2 bil- 
lions at the commencement of the 
period, earned 14.8 billions in 
that time. Chemicals that earned 
101 millions at the beginning, 
earned 969 millions in the same 
time. Chemicals justified antici- 
pation by 9.58 to 1, industrials 
by 12.33 to 1. Had the investor 
to choose in 1934, the chemical 
stocks would have deserved a dis- 
count, not a premium. In other 
words, since the great depression 
ordinary industrials have gained 
more in long term earning power 
than the chemicals. Hence the im- 
provement in the ratio of chemi- 
cals to general industry was ob- 
tained during a depression and 
not during a growth period all 
around. 

It is clear that the investor 
ought to pay a premium for 
chemicals if he sees a recession in 
business ahead. But then he might 
not wish to invest at all: certainly 
that would be the wiser policy. 
There is nothing in post-crisis 
experience to show that the chemi- 
cal industry as a whole deserves a 
premium. The investor must not 
choose blindly on the basis of the 
group, but has the same painful 
duty of individual company an- 
alysis that he has elsewhere. Many 
of the chemical companies have 
done brilliantly better than their 
group or than the market, but 


then that is also true of varying 
companies in many other indus- 
tries. 

The query as to the future is 
harder to answer. No projection, 
whether by the Department of 
Commerce or by the National Re- 
sources planners, has as yet been 
specific as to chemicals. If con- 
struction increases as quickly as 
indicated, then paints and var- 
nishes have an exceptional future. 
If female clothing rises less than 
average, as the planners think, 
then rayon demand is not likely 
to be quite as brilliant as has been 
anticipated. Chemicals primarily 
serve Other consumer industries, 
and like any intermediate group- 
ing, their group position can be 
little better than industry as a 
whole, which they serve, and spe- 
cial situations must be looked for, 
as say, with the use of naval 
stores, so long static in sales, as 
a popular base for organic chem- 
istry. 

There are other factors to ap- 
praise. Dividends paid by lead- 
ing chemical companies averaged 
about $3.25 per annum in 1934- 
1940. Their net working capital 
rose by about a fourth in that 
period. Their net plant and 
property rose by about a fifth. 
For the leading chemical stocks in 
question, the median price for 
1934 (adjusted for split-ups) was 
$87.20. The dividend yield for 
seven years worked out at 3.84%. 
That was below the average yield 
of bonds with A ratings through- 
out the period, and below the in- 
dustrial yields average through- 
out. Neither net property gains 
nor working capital were more 
impressive than the average. 
Hence, although chemicals are 
among the first of growth indus- 
tries, their best companies excel- 
lently managed, are of high qual- 
ity, and many have extraordinary 
promise, the fact is (part from 
wishful thinking that their new 
expressions will make a “leap” 
into altogether exceptional profit 
areas), that sober experience indi- 
cates that in periods of business 
expansion, since the chemical in- 
dustry attained maturity, its 
stocks should sell only at indi- 
vidual premiums, not because 
they are chemical stocks but be- 
cause of their specific possibilities. 
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